Incentive to Merge or Combine 


By VICTOR L. GOLE 


(Company mergers, attempted mergers and “take-over” deals have been common- 
place in the past few months and more are in the air. 

High capital cost of plant and equipment and increasing industrial and trade 
competition are two powerful reasons for amalgamating businesses with common 


interests.—Editor.) 


CENTIVE is not a static experience. 
: Consequently it is quite natural to 
' find that when the term is applied to 
mergers or combinations of business 
enterprises different conclusions will 
be reached at different times and under 
varying circumstances. 

At the present time the opportunity 
to acquire efficient plant and equipment 
for a consideration much lower than 
the current market price of similar 
facilities may provide the spur. In a 
similar way location and floor space 
may be the impelling force, especially 
| if geographical expansion is a decided 
policy. 

The purpose of mergers or combina- 
tions is not always merely to increase 
profits; sometimes it is rather to 
Stabilise profits and to provide a meas- 
sure of security in the long-term view. 
Purchasing advantages, cost reduc- 
‘tions, production economics, sales ad- 
Vantages and balanced range may be 
looked for. 

The very large enterprise is usually 
able to attract and retain the highest 
grade functional executives. This is 
Most important. Hardly anything is 
crazier than to attempt to run a large 
business without efficient and effective 
personnel. 

The fond hopes and aspirations often 

ld for economics and higher profits 
fi mergers and combinations are not 
flways realised. Mere size is no 
@uarantee of efficiency. In fact, once 
@ business has entered the “mass pro- 

ction” category the greatest single 
@actor in its success or failure will be 
its management. Really good manage- 
Ment is still a phenomenon rather than 
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In the words of Marcus Nadler, Pro- 
fessor of Finance, New York Univers- 
ity, in an American text in the late 
1920's :— 

“The experience of American busi- 
ness with combinations of individual 
enterprises into larger units, has not 
been uniformly successful. Such 
outstanding examples of profitable 
combinations as the United States 
Steel Corporation and American Can 
Company, are often cited as typical 
of what can be expected from such a 
procedure. But it must be remem- 
bered that the history of corporate 
mergers is also replete with com- 
binations which have failed.” 

The range of experience in Aus- 
tralia in this matter is not very great, 
but it would also contain examples of 
both successful and unsuccessful com- 
binations. 


Method. 


Whatever method is adopted to give 
effect to the merger or combination 
there are almost certain to be both ad- 
vantages and disadvantages. If com- 
bination and control are _ effected 
through a holding company acquiring 
the shares of another or a number of 
separate enterprises, the method is re- 
latively simple and flexible but the 
basis of valuation may be complex and 
highly debatable. 

Minority interests may be trouble- 
some and their acquisition expensive. 
Absolute control may not be practic- 
able unless the subsidiaries are fully 
owned. Additional finance may be dif- 
ficult if the holding company is unable 
to mortgage the assets of the separate 
entities. Under the holding company 
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arrangement the separate companies 
in the group retain their own identity. 

The acquisition of another enterprise 
by the purchase at the “net worth” and 
the physical taking over of the assets 
usually results in the acquired enter- 
prise fading out of the picture. 

Valuation and minority interests 
may again be problems but not as great 
as in the holding company device. 

A share-swap basis also allows the 
weaker entity to retain its identity 
while losing control and this method is 
topically popular. It has an outstand- 
ing advantage in that no cash need 
change hands and consequently liquid- 
ity is not affected. Negotiations are 
often drawn out because of the diffi- 
culty of striking a mutually acceptable 
ratio for the swap. 


Social Implications 


Business is not a law unto itself. 
The social implications of large-scale 
mergers and combinations cannot be 
overlooked. There are at least four 
points to consider:— 

1. The effects of mergers and com- 
binations on the soundness and 
rate of growth of industry. 

2. The effect on the interests of in- 
vestors. 

3. The effect on the interests of cus- 
tomers. 

4. The effect on research and im- 
provements. 

If the combination is directed to- 
wards the stifling of competition, 
there is a strong possibility of price 
fixing and the elimination of the 
smaller business units. On the other 
hand some combinations have achieved 
stability in the place of destructive 
price cutting and cut-throat competi- 
tion, which would otherwise have led 
to social and economic disorganisation. 
Employment conditions have also been 
stabilised in some cases. 

But if combination results in the 
stifling of competition and in the pro- 
cess creative initiative falls by the 
wayside, the last state may be in- 
finitely worse than the first. 
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Investors are not necessarily treated 
more generously by a combination than 
they were in the separate entities, 
even though consolidated profits may 
be relatively higher than the total 
former results of the separate entities. 
There are several reasons for this. 
First of all the larger combinations 
may be more conservative in account- 
ing methods applied in arriving at the 
disclosed profit. They certainly have 
more opportunity to adopt the doctrine 
of conservatism in their accounts. 

The combine may need larger re 
serves than those of the separate en- 
tities, and consequently is likely to 
withhold from distribution a larger 
proportion of its earnings so that ade- 
quate reserves may be built up. 

The combine may also undertake 
large developmental work, the full earn- 
ing power of which may not be avail- 
able for several years. 

A long-range policy may be of great 
ultimate advantage to the investors 
even though some monetary sacrifices 
may be called for in the earlier years. 

In any case it is a faliacy to conclude 
that the combination provides an open 
reason for exceptional profits. Surveys 
in America have revealed that “the 
combination movement has not dis- 
covered any royal road to continuity 
of profits”. 

An overwhelming desire to acquire 
another enterprise may cause too high 
a price to be paid. The result is an 
overloaded capital investment with 
possibly declining profit margins. 

The interests of consumers involve 
efficiency, economy, the price structure 
and a sustained will to render service. 
Excessive size is a danger sometimes 
emerging from a plan for merger or 
combination, but the progress of 
mechanical development and manager- 
ial skills has, and will, continue to dis- 
turb any attempted definition of “ex- 
cessive” size. Complexity of organisa- 
tion taxes management technique 
severely and may lead to a lack of 
flexibility and adaptability. 

There is no conclusive evidence that 
research and improvements’ are 
neglected by the “big” enterprises. 
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On the contrary a strong case could be 
developed to support the contention 
that research on a large scale can 
probably only be undertaken by the 
larger enterprises and they are keen 
enough to seek not only new methods 
but also new and better products. 


Optimum Size. 

Optimum size is an elusive objective. 
Any consideration of this matter 
usually starts with emphasis on cost 
efficiency, but it can hardly be denied 
that cost efficiency depends largely on 
effective administration. It depends 
on managerial control based on intel- 
ligible data served up promptly. This 
was the theme of an article in Ad- 
vanced Management, January, 1950, 
issue, under the title of “Size and Ef- 
fectiveness,” in which it was claimed 
that “no organisation is too big to be 
administered effectively . . . provided 
there is a legitimate objective for large 
size”. 

It is very largely a matter of decen- 
tralising authority and functional re- 
sponsibility according to size and in 
tune with enterprise growth. This 
process of decentralisation facilitates 
effective internal control because it 
helps to prevent executives from bog- 
ging down in detail, and instead allows 
concentration on essentials. 

According to J. Maurice Clark the 
question of optimum size is very diffi- 
cult to resolve, and must involve the 
complex assessment of costs of opera- 
tion at different percentages of capac- 
ity, qualified by a fair weighted aver- 
age in each case. He places particular 
emphasis on the importance of ob- 
solescence, risk of loss, depreciation, 
and interest on the entire investment. 
Nor is optimum size by any means a 
Static state. 

To increase size is generally easier 
than to reduce it, unless some sacrifice 
is accepted in the process. But just 
how much to increase size, again sets 
the problem of fairly weighted meas- 
urements of costs related to additional 
output. Piecemeal increases—small 
and perhaps inadequate to meet each 
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new situation—are rarely efficient. The 
whole complex subject of differential 
costs looms large in these considera- 
tions. 

Marshall, the eminent economist, 
writing in the last century and discuss- 
ing large-scale operation, pointed out 
that “the chief advantages of produc- 
tion on a large scale are economies of 
skill, economies of machinery and 
economies of materials; but the last of 
these is rapidly losing importance to 
the other two”. 

There is no broad formula for estab- 
lishing optimum size. The study is 
related intimately to the dynamic 
nature of enterprise activity. It can- 


not be undertaken over a broad area 
but must be focused on the particular 
enterprise to be judged. The success 
or otherwise of the judgment will de- 
pend on the data available to those who 
are to exercise judgment, and on their 
ability to use the data intelligently. 


Problems of Growth. 


Buoyant conditions and larger mar- 
ket potential are strong incentives for 
expansion. Whether this expansion is 
by way of merger or combination or 
growth within the enterprise itself it 
will invariably involve additional capital 
investment. 

The decision is not an easy one to 
take. If a larger share of the market 
is an irresistible attraction, and this 
is attempted without enlarging the 
existing facilities of production and 
distribution, there is the danger of 
overloading, and losing efficiency. Also 
the possibility of depleting the real 
capital of the enterprise at a faster 
rate than expected, by excessive use. 

Whether to increase size or not is 
the first problem; the second problem 
is how much to increase. 

Additional capital investment should 
only be undertaken if justified in the 
long-term view, and the incidence of 
fixed costs should be measured care- 
fully. There is no certainty that the 
increased volume will be profitable. It 
depends on the extent to which the ad- 
ditional facilities resulting from the 
additional investment can be used to 
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reasonable capacity. The increased 
business may be obtained at a cost 
which is greater than it can bear. 
How much to increase, is a decision 
related closely to the first one. Unfor- 
tunately the focal point is not always 
on a particular amount. It may range 
between two amounts, one considerably 
below and the other considerably above 
the optimum. This poses a nice prob- 
lem of whether to be satisfied with 
something less than the optimum, and 
to use the existing facilities to full ad- 
vantage, or whether to take a longer 
term view and carry the additional 
investment beyond present capacity in 
the expectation of being able to in- 
crease volume to make full use of the 
additional investment. Here again is 
the problem of piecemeal development, 
and again the choice between risking 
the probable inefficiency of piecemeal 
increase, or risking the inefficiency 
of over-investment. Two important 
criteria are rate of return on the in- 
vestment and the pay back period. In 


INCENTIVE 


actual practice sheer optimism often 
sways the judgment. 


Advantages of Bigness. 

It is well recognised that it is far 
more difficult to expand successfully 
beyond a certain point, than it is to 
work up to that point. The step from 
large to very large contains the impli- 
cations of optimum size and the pos- 
sibilities of diminishing returns. Big- 
ness does have some inherent advan- 
tages. 

The big enterprise is generally able 
to weather the storms of business 
cycles more easily than the smaller 
ones because of the capital resources, 
and the strength of its reserves, built 
up in good times against the day of ad- 
versity. 

Bigness brings purchasing economies 
because of the ability of the large en- 
terprise to conduct its own procure- 
ment research; the strength of bar- 
gaining power to obtain lower prices 
or rebates, quantity discounts and 
favourable terms for delivery and pay- 
ment; and the favouritism accorded 
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the large enterprise by suppliers, 
simply because there is a decided ad- 
vantage to be derived by the supplier. 
This latter advantage arises through 
the economy of supplying large orders 
instead of small ones, and the resultant 
lower cost in selling and distribution 
expenses generally. Of course the 
danger of having a small number of 
large customers or even one customer 
taking the whole output cannot be ig- 
nored by the supplier. 

Large-scale production carried on ef- 
ficiently and yielding a low cost per 
unit, provides both economic and social 
advantages. It is equally certain that 
large-scale production generally brings 
the need to sell and distribute over a 
wider area with the possibility of pro- 
duction efficiency being offset by high 
distribution cost and the loss, in the 
final analysis, of some of the consumer 
benefits expected. 

On the other hand the large enter- 
prise can conduct its own market re- 
search; it can afford to gather and 
tabulate a wide range of statistical 
data as a guide to policy decisions; it 
can maintain widespread contacts and 
investigate export markets; it can at- 
tract high-grade specialists in their re- 
spective fields of work. The fact that 
these services are not altogether denied 
to the smaller enterprises should not 
be overlooked. One of the greatest ad- 
vantages of bigness is the access to the 
money market. Size at least looks like 
success, and attracts investment. The 
big business is better able to talk its 
way out of temporary financial dif- 
ficulties than the small one. It is also 
able to withstand seasonal fluctuations 
better, and to command the financial 
resources for long-term development 
programmes. 

Combination brings its own peculiar 
advantages to the overall enterprise. 
These advantages may come from ver- 
tical combination or integration, or 
by horizontal combination. Depending 
on the nature of the combination so 
may either or both supplies and sales 
outlets be assured. 

Centralisation of various functions 
common to the different activities of 
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the overall enterprise, can bring spec- 
tacular economies, but these economies 
cannot be taken for granted. Research 
studies indicate that expected savings 
and efficiencies are in fact seldom real- 
ised to the full. Bigness increases the 
responsibilities for sound organisation 
and effective administration. 


Penalties of Bigness. 

Bigness by no means has a monopoly 
on advantages. There are also penal- 
ties and sometimes these carry con- 
siderable weight. J. Maurice Clark 
in “The Incidence of Overhead Costs” 
sums up the disadvantages of big busi- 
ness as:— 

“The complexity of organisation, 
impersonal relations, divided respon- 
sibility, the multiplicity of checks 
and counter-checks, and the under- 
mining of initiative and spontaneous 
interest in the success of the busi- 


ness.” nhs 
This is quite a heavy indictment. 


In a large group initiative is necessarily 
confined to the few; the many be- 


come mere automatons. The bigger 
the business the more remote and im- 
personal the contact, in spite of im- 
proved management techniques. The 
substitution of cold hard statistical 
facts, for the warmth of close personal 
contact, cannot bridge the gap between 
employer and employee, and current 
industrial history bears this out. There 
is also the difficulty of getting func- 
tional executives to work together in 
harmony and co-operation. 

The big business with its high in- 
vestment in machinery, equipment and 
facilities carries always the possibility 
of “the great industrial sin of idle 
capacity” and all the penalty of high 
fixed costs. 

Human organising ability may set 
the limit to profitable size, but very 
few are likely to suffer from inferiority 
complex when the opportunity for ex- 
pansion presents itself. Decisions in 
big business need to be based on broad 
knowledge and although the problems 
are not basically different from those 
of smaller businesses, the arithmetic 
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varies considerably, and the implica- 
tions of wrong decisions are more sig- 
nificant and serious, both economically 
and socially. 

It can be said with justification that 
if bigness enjoys privileges, it also 
carries great responsibilities—to its 
owners, its employees and to the public. 

Bertrand Russell in the Reith Lec- 
tures of 1949 expressed the thought 
that “the continued development of big 
business leads to a highly organised 
world in which personal initiative can 
only be exercised if the group is small”. 

But small groups are becoming ex- 
tinct. 

Clear definition of authority and re- 
sponsibility and delegation of powers 
are sound theories, not always capable 
of expression in good practice. 


The “Crime” of Bigness. 

Any indication of monopoly or oli- 
gopoly power which may be exerted 
to the damage of smaller competitors 
and to the consumer, makes big busi- 
ness a target for accusation based on 
a variety of motives. Those who are 
just naturally opposed to private en- 
terprise, never tire of nullifying the 
benefits and exaggerating the failures 
of those enterprises which have 
reached the category of bigness. Some- 
times political prejudices provide the 
incentive for attack, whilst at others, 
the inclination to resolve all solutions 
of economic problems under the head- 
ings of socialisation or nationalisation, 
provides the spur. 

As bigness is a matter of relativity, 
at least within defined geographical 
boundaries, it is not surprising to find 
in Australia the proneness to attack 
big business and to question its social 
and economic motives. To quote from 
the National City Bank of New York 
Monthly Bulletin, “bigness is inescap- 
ably linked with growth, with success, 
and with the economies of large-scale 
production”, 

Judged again by recorded experience 
of American business the nature of the 
attack on bigness (as expressed in 
Anti-Trust legislation particularly) is 
by no means uniform or consistent. 
There is all the conflict of extremes in 
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different periods of time, and the con- 
tradictions inherent in these extremes 
render the accusations somewhat con- 
fusing. There is apparently very little, 
if any, recorded opinion of the con- 
sumers, probably because the consumer 
has no organised medium through 
which to make opinion audible over a 
wide area. 


Suffice to say that if bigness is a 
“crime”, business has no monopoly on 
this distinction. It shares the distinc- 
tion with other things which by the 
nature of their construction, exert a 
very powerful influence on social and 
economic matters. Bigness depends 
for its continuity on public support, 
whether in the form of customers, 
members, subscribers, or whatever title 
is given to those whose support decides 
in the final analysis both the degree of 
size and also the period of existence. 
Charles Sawyer, as Secretary of Com- 
merce in the U.S.A., said on April 13, 
1950, in answer to an attack on big- 
ness :— 

“When everything is getting big- 
ger, shall we expect business to get 
smaller?” 


Conclusion. 


There is a material difference in the 
nature and complexity of the problems 
of merger or combination according to 
the nature of the functions or activi- 
ties it is sought to merge or combine. 


Vertical combination usually pro- 
vides the greatest complexities because 
of the varied range of activities in the 
complete picture. These may cover 
production of raw materials, shipping 
and transport, manufacturing, selling 
and distribution. 

Horizontal combinations are between 
enterprises carrying on similar func- 
tions and consequently the range of 
problems is narrowed. But even in 
horizontal combinations there will be 
differences of complexity according to 
the nature of the enterprises concerned. 
Where manufacturing enterprises are 
combined with buildings, plant and 
facilities at various locations, and with 
all the implications of plant capacity, 
fixed charges, idle overhead and so on 
to contend with, the problems are prob- 
ably of the highest order. 

Combinations which do not involve 
large capital investment in plant and 
production facilities, but which are 
confined largely to locations of sale and 
distribution, provide problems of a 
lesser scale, but by no nieans insigni- 
ficant. One thing is certain. The re- 
sults of a merger or combination move 
cannot be judged in the short term. 
The longer term implications are far 
more important. Certain kinds of ar- 
rangements cannot possibly pay off 
quickly, whilst others may simply mean 
an uninterrupted continuity of busi- 
ness, which, with improved efficiency 
and dynamic management, may quickly 
provide a fair return on the increased 
investment. 





Australian Society of Accountants — By-Law 3A 


When new By-Law 3A was published in the January issue of the Australian 


Accountant, an important proviso was omitted. The full text of this By-Law is as 


follows :— 
BY-LAW 3A 


A member of the Society shal] not be a director or employee of or a 


shareholder in or otherwise associated with a company whether incorporated 
under a Companies Act or not which carries on the business of accounting or 
auditing or any branch thereof including taxation, nor shall he use a trade 
or association name under which to practise, nor in any way practise as an 
accountant other than in his own name, that of his partner or partners, or of 
a deceased partner or partners or one-time partner or partners in his firm. 

Provided nevertheless that in special circumstances the General Council 
may in respect of any member waive this by-law upon such terms and condi- 
tions and for such period as it deems fit. 


The implementation of this By-Law has been further postponed until 30th 


June, 1955. 
The Australian Accountant, February, 1955 
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Submissions to the Commonwealth Committee 
on Rates of Depreciation 


The submissions of the Special Com- 
mittee of the Society under terms of 
reference Nos. 1, 2 and 3 were pub- 
lished in full in the January issue of 
this journal. The Special Committee 
has now considered a fourth term of 
reference: 

Whether it would be desirable to 
provide, by way of an amendment of 
the law, for an option whereby the 
taxpayer might claim depreciation at 
a standard rate per annum on all 
units of property in respect of which 
depreciation is allowable to him, and, 
if so, what rate should be specified 
as the maximum standard rate of 
depreciation. 

The following is an extract from the 
supplementary submission of the 
Special Committee under the above 
term of reference: 


“The Committee of the Society sub- 
mits for the information of the Com- 
monwealth Committee on Rates of 
Depreciation the details of the pro- 
cedure relating to Depreciation under 
the Canadian Income Tax Act and 
Regulations. 


“Until 1949 deductions in respect of 
depreciation were prohibited under the 
Canadian Income Tax Act except such 
amounts as the Minister in his discre- 
tion might allow. Under the 1949 Act 
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the Canadian taxpayer is given a right 
to deduct such depreciation as is allow- 
able by regulation. The taxpayer is, 
however, required to calculate his de- 
ductions for depreciation under the 
reducing balance system and it is pos- 
sible that this is the reason for the 
rates of depreciation allowed under the 
Canadian Regulations being much 
higher than those generally allowed 
under Income Tax Order 1217. 


“An important point under the Cana- 
dian system is that where a taxpayer 
has a number of assets within a par- 
ticular class prescribed by the regula- 
tions he may group the assets of that 
class as one unit for depreciation pur- 
poses. The amount of depreciation 
which may be claimed in any year is, 
within the maximum rates authorised, 
at the discretion of the taxpayer. He 
is also granted the option of adopting 
one general classification for all his 
assets but the rate allowed is restricted 
to 4%. As the reducing balance sys- 
tem is the only one allowed the amount 
allowed as a deduction would not depre- 
ciate the assets over their estimated 
life in most cases.” 


Appended to the submission is an 
extract from the schedule of maximum 
rates of depreciation allowable under 
the Canadian Income Tax Regulations. 





Fine Points of Commercial Law 


By E. H. COGHILL, LLM. (Librarian of the Supreme Court of Victoria) 


Suing Principal and Surety 


It is, of course, quite permissible to 
sue a principal debtor, and in the same 
or a subsequent action sue the surety. 
If by chance the debtor pays all or some 
of the debt, the creditor will not be able 
to enforce the judgment against the 
surety for the full amount, but the law 
is well settled and the drill for working 
out the necessary adjustments is 
reasonably clear. 


If the creditor thinks the principal 
debtor is not worth chasing, he can sue 
the surety alone, and recover the full 
amount. The surety can himself sue 
the debtor if he thinks fit, and here, too, 
the necessary procedure is well settled. 


But for the creditor to sue the surety 
first and the principal debtor later is 
so unusual that in Bank of Nova Scotia 
v. Vancouver Associated Contractors 
Ltd. (1954), 4 D. L.R. 72, the debtor 
argued that it could not be done at all 
—that the creditor must be taken to 
have chosen to rely solely on his re- 
medy against the surety and could not 
later change his mind. 


The Trial Judge agreed that the pro- 
cedure adopted by the creditor led to 
complications and difficulties, but he 
found himself unable to agree that a 
creditor, with two entirely different 
rights available to him against his 
debtor and that debtor’s surety, would 
find himself deprived of one of those 
rights merely because of the order in 
which he attempted to exercise them. 
Accordingly he entered judgment 
against the debtor although the credi- 
tor had already in a separate action 
entered judgment against a surety. 


Not Such a Lucky Break After All 


In December, 1953, under the head- 
ing “A Lucky Break,” I discussed the 
case of Turnbull & Co. v. Mundus Trad- 
ing Co., in which the defendant, who 
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had failed to supply oats according to 
contract, nevertheless defeated the en- 
suing action in the Supreme Court of 
New South Wales by showing that the 
ship nominated by the plaintiff did not 
arrive within the contract period. See 
23 A.A, 510. 

The plaintiff, naturally, was not satis- 
fied. It appealed to the High Court of 
Australia, the case being reported 
(1954) 2 Lloyd’s L.R. 198. 

To enable readers to appreciate the 
point, I must set out the facts more 
fully. Defendant sold to plaintiff 250 
tons of oats, f.o.b. Sydney, on a ship 
to be nominated by plaintiff during 
January or February, 1951, at 7/4 per 
bushel. Ship to be named 14 days 
before shipment. 

Plaintiff told the defendant that it 
proposed to ship on the “Afric,” due to 
sail about February 14th, from Syd- 
ney, and defendant then said it couldn't 
obtain oats in Sydney and induced 
plaintiff to accept oats from Melbourne, 
However, the “Afric” refused to load 
in Melbourne and this proposal fell 
through. Finally the “Afric” reached 
Sydney in March. 

Plaintiff had no difficulty buying 
other oats at 10/4 per bushel, and it 
claimed the difference in price from the 
defendant. However, in all this nego- 
tiation the plaintiff had never given 14 
days’ notice definitely naming the 
“Afric” or nominating a definite sail- 
ing day. That was the reason which 
induced the Supreme Court of New 
South Wales to decide in favour of the 
defendant. As I said at the time— 
what a lucky break! 

But you can do worse than lose. 
Plaintiff took the case to the High 
Court, which held, by a majority, that 
defendant by continuing to negotiate 
had absolved the plaintiff from the 
necessity of giving formal notice of the 
name and sailing date of the ship, and 
was therefore in default after all. 
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Incidentally, it is strange that the 
first report of this case, decided in 
Sydney in June, should come from 
London. 


Bill of Lading Designating 
Foreign Court 


In Wilson v. Compagnie des Messa- 
geries Maritimes; 71 W. N., N.S.W. 207, 
plaintiff sued defendant, the well- 
known French shipowners, claiming 
damages for short delivery of goods 
(steel fence posts) shipped by the de- 
fendant from Dunkirk to Sydney. 

The Bill of Lading contained a clause 
which, translated, read “All legal 
actions arising out of . . . the present 
Bill of Lading will be judged by the 
Court . . . indicated, . . . the shippers 
or claimants formally accepting its 
competence,” and by a later clause the 
Courts indicated are stated to be with- 
in the Commercial Court of Marseilles 
or the Court of the Seine, at the option 
of the plaintiff. 

When it was sued in Sydney, the de- 
fendant therefore took proceedings to 
have the action stayed in order to force 
plaintiff to proceed in France as his 
contract bound him to do. Plaintiff’s 
answer was to cite the (Common- 
wealth) Sea Carriage of Goods Act 
1924 which provides by Section 9 (2) 
that “Any stipulation or agreement 
whether made in the Commonwealth 
or elsewhere purporting to oust or les- 
sen the jurisdiction of the Courts of 
the Commonwealth or of a State in 
respect of any bill of lading or docu- 
ment relating to the carriage of goods 
from any place outside Australia to any 
place in Australia shall be illegal null 
and void and of no effect.” 

The Supreme Court of New South 
Wales readily accepted the argument 
that the jurisdiction of the Court to 
stay such an action as this does not 
depend solely on the Arbitration Act, 
but that the Courts have an inherent 
jurisdiction to compel people to abide 
by their agreements, including agree- 
ments as to the manner in which a con- 
tract shall be enforced. 
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But when pressed to apply that doc- 
trine in this case, the Court failed to 
see how it could judicially recognise 
that the parties had conferred jurisdic- 
tion on the Courts of France, when it 
was faced with an Australian Act stat- 
ing that any such provision should be 
illegal, null and void and of no effect. 
If it was of no effect, how could the 
Courts apply it? They must obviously 
treat it as if it never existed. 


Accordingly the application failed, 
and the action proceeded. The result is 
not stated. Presumably the parties are 
still investigating the facts and the law 
applicable to the French aspects of the 
transaction. Overseas cases are always 
difficult, and one understands the 
anxiety of the French company to fight 
the case at home if possible. 


Plaintiff had another point, which the 
Court mentioned in passing. It urged 
that the clause in question was in such 
small print and so illegible that the 
Court should treat it as if it was not 
there. 


We all know what these horrible 
documents look like—and this one was 
in French into the bargain. The Courts 
from time to time threaten to ignore 
clauses for this reason but I do not 
know that they have ever done so. In 
this case there were statements in 
quite large print drawing attention to 
these small print clauses, and the Court 
held that it could not properly treat 
them as non-existent. 


Illegal Mining Syndicate ? 


One of the purposes of the Com- 
panies Acts was to abolish unwieldy 
partnerships, and accordingly the legis- 
lation prohibits the formation of any 
association or partnership of more than 


20 members, unless it is registered 
under the Act as a company. 


Now it is well known that quite a 
usual method of mining development is 
to form a syndicate, do some explora- 
tory and development work, and if the 
indications (or the stock exchanges) 
are favourable, to float a company to 
take over the rights and interests of 
the syndicate. This special require- 
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ment of the mining world was reflected 
in the Victorian and some other Acts 
by excepting mining partnerships from 
this provision as to syndicates of 20 
persons. However, it was apparently 
felt that this went too far, and by the 
(Victorian) Companies Act 1938, Sec. 
395, it is provided (rather obscurely) 
that syndicates of more than 20 per- 
sons may be formed for mining pur- 
poses, and if incorporated as a mining 
company may carry on mining business. 

These provisions were considered in 
Leonard v. Booth, 1954 A.L.R. 1033. 
Appellant was one of a syndicate, origi- 
nally of less than 20 persons, but in- 
creased by accession of new members 
to 25, who were financing an expedition 
exploring for Wolfram in the Northern 
Territory. Certain disputes arose, and 
appellant offered to buy out the others. 
However, there is nothing so uninter- 
esting as a mine with nothing in it, and 
apparently the news from the North 
was not too good for appellant sud- 
denly developed a conscience, claimed 
that the syndicate was illegal as it con- 
sisted of more than 20 persons, and 
refused to go on with the deal. Twelve 
of the syndicate then sued him and re- 


covered judgment, and he led to 
the High Court. eit 

The majority of the High Court up- 
held the decision below, deciding 
against this argument for the reason 
that the effect of the transaction would 
not be to create or continue the alleged 
illegality, but to end it, for as a result 
of the contracts made the syndicate 
would have disappeared and the busi- 
ness would have been vested in one 
man only, the appellant. 


One judge, Fullagar, J., did not 
disagree but reached the same conclu- 
sion by a different road. Reading Sec- 
tion 395, he pointed out that that sec- 
tion authorises a syndicate of more 
than 20 persons to be formed but pro- 
hibits it from carrying on mining busi- 
ness till incorporated as a company. He 
felt that this meant that it could under- 
take prospecting and preliminary de- 
velopment work without registration, 
and as there was no evidence that this 
syndicate had done anything more than 
that he declined to hold it illegal. For 
this reason he reached the same con- 
clusion as the majority, though he 
stated that he had not found it neces- 
sary to consider whether its view of the 
law was right or not. 





The Law and Procedure at Meetings: 
P. E. Joske; The Law Book Company 
of Australasia Pty. Ltd.; Melbourne, 
1954: pp. xvii + 190; price, 17/6. 


THIS is the Third Edition, revised and 
enlarged. 

The sub-title, “A Concise Guide to 
assist persons taking part in or who 
may be called upon to advise in con- 
nexion with meetings,” is truly ex- 
pressive. 

On reflection one cannot but be sur- 
prised at the extent to which meetings 
are part of business, social, and com- 
munity life, and as a consequence be 
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impressed with the desirability and 
the necessity for the general posses- 
sion of a more than nodding acquaint- 
ance with the law and procedure of 
meetings. 

Time is indeed valuable. It is a mat- 
ter of prime importance, sometimes of 
urgency, that the purpose of a meeting 
be achieved expeditiously, and fairly, 
and as harmoniously as possible. Due 
regard to appropriate procedure by all 
concerned will ensure that. 

For those meetings which are held 
for the sheer enjoyment of them, such 
as debates and mock directors or share 
holders’ meetings, the observance of 
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BOOK REVIEWS — Continued 


the formal rules of conduct is as in- 
dispensable as a knowledge of the 
other matters relevant to the subject 
of the gatherings. 


Public meetings of the type which 
make the newspaper headlines need 
above all a chairman to whose gifts of 
tact, common sense, and a cool head 
should be added a sound knowledge of 
the law in the matter and a good 
grounding in the rules for the conduct 
of a meeting as sueh. 


In this reviewer’s opinion, the book 
is admirable in all the foregoing cir- 
cumstances. It treats the subject in 
two parts—Meetings in General and 
Meetings of Companies—and covers all 
the general ground regarding the 
Chairman, Notices, Quorum, Conduct 
of Debate, Motions and Amendments, 
Voting, Adjournment, and Minutes, 


whilst as regards Companies it covers 
all the types of company meetings and 


the statutory aspects, meetings of 
directors, meetings in regard to Com- 
promises, Arrangements, and Recon- 
structions, and Company Minutes. 


A matter of comment is that in the 
chapter devoted to Minutes in general 
the author speaks of “the confirmation 
of the minutes.” This is surprising, 
though there is a statement that “con- 
firmation of minutes only vouches for 
their accuracy as a record of proceed- 
ings.” 


The chapter relating to Company 
minutes discusses statutory aspects 
and contains very useful references to 
the well-known Hearts of Oaks case 
and the not so well-known cases of In 
re a Solicitor (1939) 56 N.S.W. W.N. 
58 and Donohoe v. Joynton-Smith 
(1948) 22 A.L.J. 62. 


The work is clearly expressed and 
comprehensively documented. There is 
a Table of Cases. The Index is fully 
and usefully detailed. 


—J.R.B. 
The Australian Accountant, February, 1955 


Palmer’s Examination Note Book.—A. 
Palmer, A.S.A.A., F.C.C.S., M.LLA. 
Gee & Company (Publishers) Ltd. 
Australian Agents: The Law Book 
Co. of Aust. Pty. Ltd. Price: 25/-. 
Pp. 204. 


This is the ninth edition of a popular 
aid to English accountancy students. 
As stated by the author in the preface, 
“of course no attempt has been made 
to treat each subject fully even in out- 
line; my endeavour has rather been to 
provide succinct notes on the salient 
features so that during odd moments in 
the course of his studies and particu- 
lariy as the examination draws near, 
the student, by reference to his notes 
in this convenient form, can keep re- 
calling vital points and mentally add 
the flesh of detail to the skeleton pro- 
vided here.” The book includes digests 
of the following topics—Auditing; 
Banking and Exchange; Bankruptcy 
Law; Bookkeeping and Accounts, Com- 
pany Law, Costing; Economics; Execu- 
torship Law and Accounts; Law, Con- 
duct of and Procedure at Meetings; 
Mercantile Law; Partnership Law and 
Accounts; Liquidators and Receivers; 
Secretarial Practice; and Statistical 
Method. 


As a book of this nature would be 
of more use in legal and economics than 
in accounting subjects of the accoun- 
tancy syllabus, a serious drawback from 
an Australian student’s viewpoint is 
that all references are to English Acts 
of Parliament. In some cases these 
Acts are substantially different from 
the corresponding Australian Act or 
Acts. 


This is particularly so with the 
Companies Act; all references are to 
the English Companies Act 1948 which 
is quite different in many respects from 
the existing Companies Acts of the vari- 
ous Australian States. 


Sections of the book which do not 
touch on Statutes could provide a useful 
supplement to a student’s own notes on 
the various topics dealt with. 

J. D. SPENCE, 
Royal Melbourne Technical College. 
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Loss on Sale or Depreciation 


By H. McCREDIE 


RECORDING of depreciation on an 

asset at the time of sale receives 
different treatment at the hands of 
various authors. Some of the authors 
appear to treat depreciation as occur- 
ring from day to day, whilst others 
take it into account only at the end 
of the financial period. 


To illustrate the two methods it is 
perhaps easiest to use the fixed instal- 
ment or straight line method of depre- 
ciation and to have one single asset. 


Let it be assumed that a motor car 
purchased on January 1, 1950, for 
£1,000 has, at the rate of 15 per cent. 
per annum been written down £150 each 
year until on January 1, 1954, the car 
is shown in the books at £400—the 
financial year being the calendar year. 
On June 30, 1954, the car is sold for 
£200. 


This transaction may be recorded in 
the following manner :— 


MOTOR CAR ACCOUNT 
i954 


Jan. 1—To Balance b/d .. .. £400 


£400 


1954 
June 30—By Bank a/c . 


anton ee oo, 
» Loss on Sale of Car .. 


200 
£400 

In this method the sale of the car is 
recorded by crediting the asset with the 
proceeds and transferring the loss to a 
separate account and at the end of the 
year to the profit and loss account. 
This method assumes that no deprecia- 
tion is taken into account until the end 
of the financial year. 


In contrast to this method the trans- 
action could have been recorded in the 
following manner :— 
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MOTOR CAR ACCOUNT 
1954 


Jan. 1—To Balance b/d .. .. .. .. £400 


£400 


1954 
June 30—By Bank A/c.. .. ...... £200 


» Depreciation A/c. .. .. 75 
» Loss on Sale of Car .. 125 
£400 


In this method, in addition to credit- 
ing the proceeds of the sale to the asset, 
depreciation is taken into account for 
the six months which have elapsed since 
depreciation was last recorded on the 
assumption that depreciation is taking 
place from day to day. 


This will have the effect of reducing 
the loss on the sale of the car to £125, 
which loss will at the end of the year be 
transferred to the profit and loss 
account. 


The depreciation account with the £75 
extra depreciation has to be transferred 
as a charge to a closing revenue account 
and if this is the profit and loss account 
the same point is reached as in the firs\ 
method. 


Depreciation is, however, not always 
charged to the profit and loss account. 
It could well be that the depreciation 
would be charged to manufacturing 
account, especially if instead of a motor 
car another type of asset were to be 
considered, say, machinery, and yet an- 
other type of asset may mean charging 
depreciation to the trading account. If 
these two latter possibilities arise the 
resulting position with the varying 
methods is not the same. 


If the second method is used the 
manufacturing cost or the cost of goods 
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DEPRECIATION — Continued | 


sold would be altered with a resultant 
alteration in the gross profit and the 
gross profit percentage. Where a cost 
system is in use the method chosen 
would result in different costs being 
shown for each method. The example 
given is only for a small amount of 
depreciation of £75, which may, for all 
intents and purposes, be immaterial, but 
it could quite easily be a much higher 
figure and thus materially alter the cost 


figures. 


There also arises another problem 
which must now be considered and that 
is whether the loss on the sale (which 
could be a gain) should be transferred 
to the profit and loss account without 
further consideration. 


For purposes of simplifying the ex- 
ample let it be assumed that it has 
been decided to transfer the deprecia- 
tion to the manufacturing account. It 
can then be asked why should not the 
loss be transferred to the same account 
rather than to the profit and loss 
account. 


There will be immediate objections 
to this on the grounds that a capital 
loss should not be charged to the manu- 
facturing account for that particular 
year, but the loss arises possibly be- 
cause the depreciation charged over the 
previous years has been insufficient and 
is uncharged depreciation. The charg- 
ing of depreciation might then be 
classed as a provision for a capital loss 
and the capital loss as accrued 
depreciation. 


This treatment is somewhat unreal 
and the fact that the manufacturing 
cost has been underestimated for four 
years is no reason why the fifth year 
should bear the annual depreciation plus 
the previous unestimated depreciation. 
It would appear, therefore, that the 
loss should be taken into the profit and 
loss account as a capital loss rather 
than as a charge against the manufac- 
turing account for the year of sale of 
the asset. 


To do otherwise would make the cost 
during the year of sale unduly high if 
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“there is a loss on sale-and»anduly dow 
if there is a gain. The correct academic 
solution might be to rewrite the ac- 
counts for the last five years, but this 
is hardly feasible and is not suggested 
as a practical solution, 


It would seem, therefore, that the 
second method requires that the de- 
preciation be charged as thought fit to 
the manufacturing account, trading 
account or profit and loss account, but 
the loss or gain on sale be treated as a 
capital loss or gain. 


It now becomes a question as to which 
method should be used. The first 
method has much to commend it as a 
matter of simplicity and this is espe- 
cially so where a provision for deprecia- 
tion account is being used rather than 
charging depreciation direct to the as- 
set. (I have charged depreciation direct 
to the asset only to simplify the ex- 
ample and do not intend to recommend 
that method). It is also possibly the 
easier method where the asset is but 
part of the whole. 


Let it be assumed that the car is 
one of two similar cars then the ac- 
counts under each method would appear 
as follows:— 


First Method: 


Motor Cars Account. 


1950. 
aum, © Te Bee Ase... 2. cc cd oe 


1954. 
June 30 By Bank A/c. 


» Provision for Deprecia- 
ee we 66 waa 


» Loss on Sale of Gs a 
at) Eber de oY oe” 


1955. 
Jan. 1 To Balance b/d. .. .. .. 
















1954, 

June 30 To Motor Car A/c. .. .. .. 
Dec. 31 ,, Balance c/d..... . 
1954. 





Jan. 1 By Balance b/d. .. .. .. 
Dec. 31 ,, Profit and Loss Ave. lor 
appropriate A/c.) . 








1955. 
Jan. 1 By Balance b/d. 






Second Method: 






Motor Cars Account. 






1950. 
Jan. 1 To Bank A/c. . 







1954. 

June 30 By Bank A/c... .. 

Provision for Depeccio- 

tion A/c. san 
» Loss on Sale of Car .. 

Dec. 31 ,, Balance c/d. 











1955. 
Jan. 1 To Balance b/d. 








1954. 
June 30 To Motor Cars A/c... .. 
Dec. 31 ,, Balance c/d. .. 







1954. 
Jan. 31 By Balance b/d. 










Dec. 31 ,, Profit, Loss A/c. (or ap- 
propriate A/c.) 

1955. 

Jan. 1 By Balance b/d. .. .. 
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Provision for Depreciation Account. 


£600 
750 





£1,350 





£1,200 


150 





£1,350 





£750 


. £2,000 





£2,000 


£200 


675 
125 
1,000 





£2,000 





. £1,000 


Provision for Depreciation Account. 


£675 
750 





£1,425 





£1,200 


225 





£1,425 





£750 


The provision for depreciation for the 
year ending December 31, 1954, is 
simply 15 per cent. of the balance on 
the motor cars account at December 31, 
1954. 

The provision for depreciation for the 
year ending December 31, 1954, has to 
be calculated at 15 per cent. of the 
balance on the motor cars account at 
December 31, 1954, plus the amount of 
depreciation allowed on sales during the 
year. If there is one sale only then 
this is not so hard to ascertain, but the 
more sales the more difficult it becomes. 


However, leaving the simplicity of the 
first method the doubt arises whether it 
is correct. If the sale is not made until 
December 30, 1954, it becomes obvious 
that the car is used for the full year, 
less one day, without depreciation be- 
ing charged to that year’s accounts. 
This would tend to show that the 
the second method should be used. 


The objection could then be taken 
that depreciation is only an estimate in 
any case and the sale at a loss (ora 
gain) shows that the estimate is in- 
correct. To answer this objection the 
reply can well be made that a near esti- 
mate is better than no estimate. 


There is however an objection to the 
second method which must be answered 
and this is that the provision for de- 
preciation account has received a debit 
at the time of the sale in order to 
adjust a provision the entry for which 
has not been made and which is not 
made until the end of the financial 
year. In effect the adjusting entry is 
made before the main entry. An ex- 
ample will better illustrate this problem 
and I now refer to the first example 
given, 


In that example when the second 
method is used, the depreciation ac- 
count or the provision for depreciation 
account will show a debit of £75 at 
June 30, 1954. This means the deprecia- 
tion account at that time would be an 
asset and the provision for depreciation 
a minus provision. 


It is easy enough to say that the 


accountant would understand such 
figures, but it is to be remembered that 
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DEPRECIATION — Continued 


if a provision for depreciation account 
is used the debit will normally be offset 
by a larger credit from previous years 
and could thus be overlooked. 


The balance on the provision for de- 
preciation at that time would take into 
consideration a provision written back 
which has not yet been entered. It 
could well be that at the time of sale 
a further entry should be made debiting 
a suspense account with the amount of 
the depreciation for that particular year 
written back and crediting the provision 
for depreciation account. (The amount 
will be only the depreciation for that 
particular year as provision has been 
made for previous years.) 


At the end of the year the appro- 
priate account, manufacturing, trading 
or profit and loss would be debited with 
the amount from the suspense account. 
The appropriate account would also be 
debited with depreciation for the year 
on assets still held at the end of the 
year. 4 


I am somewhat inclined to favour the 
idea of this further entry as showing 
the true position and would suggest the 
use of an account, depreciation on asset 
sold rather than using the word sus- 
pense in the name of the account. The 
account depreciation on asset sold would 
have a verbal link with the account loss 
or gain on sale of asset. (The particular 
asset would be named.) 


This additional entry would simplify 
the calculation of depreciation at the 
end of the year as depreciation on the 
assets sold would have been already as- 
sessed and the entry would also answer 
the objection raised. 


Where an asset is purchased a similar 
problem arises and a similar conclusion 
is reached that the provision for depre- 
ciation must take into consideration 
assets purchased during the year. If 
the accounting is more difficult it is 
nevertheless nearer to being correct and 
the difficulty can be overcome. 


If the results of any year are to be 
compared with those of previous years 
the proportionate depreciation both on 
sales and purchases must be considered 
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otherwise the comparison is unreal and 
this is an additional reason to use the 
second method. 

It would seem for these reasons that 
depreciation must be taken into account 
as accruing from day to day. 

It is interesting to see what happens 
from a taxation viewpoint. 

In the first method the loss on the 
sale of £200 is an allowable charge 
before the taxable income is ascertained 
and under the second method the depre- 
ciation of £75 (if this is at the allow- 
able rate) and the loss of £125 are both 
allowable charges before the taxation 
income is ascertained. 

In a similar manner if there is a 
(these figures are somewhat unreal, but 
gain of say £875 for a sale at £1,275 
are used as an illustration) under the 
first method £600 is taxable (that is up 
to the amount of depreciation written 
off) and under the second method £75 is 
allowable as depreciation, but up to 
£675 is then taxable which is the same 
net figure as under the first method. 

The point is then reached that taxa- 
tion is not affected by either method 
and the method to be used must depend 
on consideration of which is more suit- 
able to the business and what degree of 
accuracy is required in the accounts. 

If a set of accounts is being kept with 
no manufacturing account or trading 
account or where the provision for de- 
preciation is all being charged to profit 
and loss account, the first method may 
have some use. This could apply say 
in the accounts of a medical practi- 
tioner, or for a small local store. There 
are objections in principle as mentioned 
above, but any variation to the accounts 
would be immaterial. 

The second method must be used 
where the depreciation is part of the 
cost, otherwise the accounts may not be 
as near to the correct position as they 
should be. 

The second method has the sounder 
general principles and seems to esta- 
blish that depreciation is a day-to-day 
expense rather than an end of the finan- 
cial period adjustment. 

It could be said to this that the sale 
is the true end of the period for that 


— Concluded overieat 
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Long Service Leave 


and Superannuation 


Two of a Series of Lectures Delivered to the Victorian 
Division of the Australian Society of Accountants 


1. THE LEGAL IMPLICATIONS 


By F. W. BETT, F.AS.A. 


On this occasion, as the Chairman 
has just told you, we are concerned 
with the legal implications of long- 
service leave and superannuation, not 
only as independent but also as related 
aspects of our industrial life. 


With your permission, I propose to 
divide my remarks into three parts 
and to deal with the legal implications 
firstly of superannuation; secondly of 
long-service leave; and thirdly of super- 
annuation and long - service leave 
jointly. 


I will now deal with the first of 
them, namely— 


Superannuation: 


At the outset, may I make it clear 
that I do not propose to devote any 
of the time available to me in discuss- 
ing the legal implications of govern- 
mental and similar superannuation or 
pension funds established for the bene- 
fit of persons in the public service? 
Those funds, generally speaking, exist 
by virtue of an Act of Parliament. 
They are therefore, to a large extent, 
a law unto themselves, and as such, 
they are sheltered from the major pit- 
falls to which private superannuation 
schemes are exposed. 


Now, once an employer has decided 
upon the type of superannuation 
scheme which he wishes to establish 
for the benefit of his employees and 
their dependants, it properly becomes 
the task and responsibility of the law- 
yer to prepare the documents relating 
thereto. 


There are two forms of document 
which are commonly used. One is a 
document divided into two parts, 
namely, a trust deed, followed by rules. 
The other form is one uninterrupted 
or undivided document. Where the 
former method is chosen, the principal 
functions of the trust deed are to create 
the fund itself; to vest it in the trustees 
on the declared trusts; to embody the 
covenants entered into between the 
employer and the trustees; to set out 
the provisions governing the machi- 
nery of appointing and removing trus- 
tees, and so on. On the other hand, 
the function of the rules is to provide 
a set of regulations dealing with the 
day to day mechanics of operating the 
scheme, and also dealing with the 
membership of the fund, the contribu- 
tions to the fund, and the benefits pay- 
able by the fund. Although the broad 
functions of the trust deed on the one 
hand, and the rules on the other, are 





DEPRECIATION — Concluded 

particular asset and depreciation must 
be then considered, but the principle of 
day-to-day depreciation seems more 
acceptable. 
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The methods are used in different 
texts, but the conclusion seems to be 
that the second method is correct and 
the first merely a short cut of limited 
use. 
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reasonably clear and distinguishable, 
it is not always easy to find where 
(according to the whim of the drafts- 
man) any particular provision has been 
inserted, and frequently the provisions 
relating to one subject are to be found 
partly in the trust deed and partly in 
the rules. This, of course, is unsatis- 
factory. 


Personally, I prefer the one undivided 
document. It appeals to me as being 
the better vehicle in which to collect 
and express under appropriate head- 
ings, all the provisions pertinent to each 
of those headings and, by choosing the 
headings so as to follow one another in 
something of a logical sequence, one 
can get very close to producing a read- 
able and, therefore, understandable 
document. 


For my own part, I consider that it is 
to the advantage of all parties concerned 
for the lawyer—or whoever else may 
happen to be the draftsman—to keep 


in mind that the superannuation docu- 
ment he is creating or producing should 
not be like a short-lived document con- 
cerning a single transaction which is 
only too frequently shrouded from the 
layman in a verbose wealth of legal 
phraseology, intelligible only to learned 
counsel, but that it is one which is of 
a continuing nature and which will fre- 
quently be resorted to and read by 
employer, trustees and all the mem- 
bers and other laymen alike. For that 
reason alone, if for no other reason, 
simplicity, clarity and directness of 
language are to be encouraged so far 
as they can be employed consistently 
with that degree of precision of expres- 
sion which is so essential to a properly 
prepared document relating to legal 
rights and obligations. 


Assuming that we have decided upon 
the type of superannuation scheme 
which we want, and also upon the type 
of document in which to embody it, it 
then becomes necessary to consider the 
points which should be covered in that 
document. These points will, of course, 
vary in detail from scheme to scheme, 
but in a broad sense they will probably 
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cover at least the following ten points 
on which I will very briefly comment as 
I mention them: 


1. Preliminary—that is, the names 
and addresses of the parties to 
the scheme, a recital of the gene- 
ral objects of the scheme and the 
effective date of commencement of 
the scheme. 


Definitions — these _ definitions 
would cover all terms or special 
references occurring in the course 
of the document. In view of the 
modern tendency to create super- 
annuation and pension funds 
which will operate additionally to 
and not substitutionally for Social 
Services, it is desirable, as an aid 
to that objective, that terms or 
special references which are com- 
mon to both Social Services legis- 
lation and the superannuation or 
pension fund should have corres- 
ponding meanings assigned to 
them. 


. Membership—under this heading 
would be grouped all the provisions 
relating to membership, qualifica- 
tions or eligibility for membership, 
duration of membership, and 
whether membership is to be com- 
pulsory, voluntary or by selection. 


. Contributions — these provisions 
would set out the basis for calcu- 
lating all contributions and for 
increasing or reducing contribu- 
tions. The method by which mem- 
bers are to pay their contributions 
should also be considered. The 
most convenient method is by 
means of deductions from the 
member’s salary or wages at the 
time of payment, but in this regard 
it is most important to study the 
industrial laws relating to the 
particular kind of employment in- 
volved,. in order to determine 
whether deductions from salary or 
wages are permissible without in- 
fringing the wage payment legis- 
lation which is commonly referred 
to as the Truck Acts. This legis- 
lation broadly speaking requires 
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wages to be paid in full in money, 
and it makes it unlawful (except 
in certain specified cases) for an 
employer to deduct anything from 
the wages payable by him. 


. Benefits—these provisions would 


cover a complete and detailed des- 
cription of the precise benefits 
payable— 


(a) on death; 


(b) on total permanent disable- 
ment; 


(c) on reaching retiring age; and 


(d) on withdrawal prior to retir- 
ing age. 


They would also cover the form 
which each of those benefits is to 
take, i.e., whether a lump sum, 
periodic instalments of a lump 
sum, pension, annuity, a paid-up 
life policy, etc. It is highly desir- 
able, of course, that although the 
form of benefit should be defined, 
provisions should be included toe 
enable the position to be kept 
flexible so that all benefits may be 
paid in whatever form {is best 
suited to the particular needs of 
the individual recipient. Unless 
these benefits are carefully framed, 
the sponsors of the scheme may 
easily find themselves faced with 
the payment of stamp duty at rates 
up to 5% of the total value of the 
fund. It is advisable, therefore 
for the Stamps Act to be observed 
in all respects and for the corres- 
ponding legislation in the other 
States to be watched where the 
scheme is to be operated in more 
than one State. Here very impor- 
tant income tax laws come into 
operation, depending partly upon 
the form which the benefits take, 
and partly upon the time when 
they are received or are deemed for 
the purposes of the Income Tax 
Assessment Act to have been re- 
ceived. 


. Trustees—these provisions would 
cover the number of trustees, how 


and by whom they are to be ap- 
pointed, their quorum, meetings, 
powers and discretions, and how 
and by whom they are to be remov- 
able from office. 


. Investments—if the scheme is of 


the investment variety, carefully 
framed provisions should set out 
the field or range of permissible 
investments. Consideration should 
also be given to the appointment 
of custodian trustees to care for 
the custody and registration of in- 
vestments. Where the amount or 
range of investments is likely to be 
great, the incorporation of a 
specially formed custodian trustee 
company may be warranted so as 
to avoid the great amount of cleri- 
cal work ordinarily involved in 
transferring investments when- 
ever a change in trustees occurs. 


. Amendment—it is desirable for 


the document to set out some con- 
venient method for amending the 
scheme from time to time. Here 
again, there are important income 
tax aspects concerning the amend- 
ment of schemes. 


. Cessation — provisions should be 


inserted for the cessation of the 
scheme in relation to a particular 
member, or a group of members, 
or as a whole. In this regard, it 
is important to keep in mind that 
the rule of law known as the Rule 
against Perpetuities applies to pri- 
vate superannuation schemes, ex- 
cept in such of the States as have 
passed special legislation to abolish 
the operation of that Rule in rela- 
tion to private superannuation 
schemes. The Rule in its simplest 
form may be described as placing a 
time limit on the duration of 
superannuation schemes or trusts, 
and if it is in any way possible 
for a scheme to run on beyond that 
limit, then it is said to infringe 
the Rule and is thus legally void 
and unenforceable. 


. Miscellaneous — these provisions 


will comprise a variety of what are 


The Australian Accountant, February, 1955 





LONG SERVICE LEAVE — Continued 


known as machinery provisions for 
the better operation of the scheme. 
They will cover such matters as 
how notices may be served, how 
disputes are to be settled, the 
keeping of records, evidence of 
age, meetings of members, and so 
on. 


Using these ten points as a skeleton, 
it would then be necessary to place the 
flesh on it in the form of specially pre- 
pared supplementary provisions to meet 
the peculiar or particular needs of the 
actual scheme itself. 


This all being done, our document 
would then be complete. 


Accordingly, I will now leave the sub- 
ject of superannuation for the time be- 
ing, and pass on to the next subject, 
namely : 


Long-Service Leave: 


First of all, I must remind you of 
the excellent paper prepared for the 
Secretarial Practice Group of the Vic- 
torian Division of the Australian 
Society of Accountants by Mr. R. J. 
McDonald, the Assistant Industrial 
Officer of the Victorian Chamber of 
Manufactures. His paper has been 
printed by the Society, and it appears in 
The Australian Accountant of June, 
1954, Volume 24, No. 6, at page 233. I 
commend that article to you, and I feel 
sure it will repay you to re-read it. 


Long-Service Leave as a_ general 
statutory entitlement was first intro- 
duced in Australia by the New South 
Wales Government in July, 1951. Later 
it was introduced in Queensland in 
April, 1952, and then in Victoria in 
November, 1953, by the Factories and 
Shops (Long-Service Leave) Act 1953 
No. 5706. This Act has since been re- 
pealed, but its provisions are now to be 
found in Division 4 of Part VIII of the 
Labour and Industry Act 1953 No. 5771. 
A Bill on the lines of the Victorian Act 
is now before the South Australian 
Parliament. Many of you may be 
directly or indirectly interested in the 
legal implications of more than one of 
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these Acts, particularly where you are 
associated with a business which oper- 
ates in more than one State. However, 
it will be appreciated that as some 
reasonable limit must be placed on our 
present discussions, I can deal now only 
with the Victorian legislation. 


The Victorian Act differs from the 
New South Wales and Queensland Acts 
in that it (the Victorian Act) confers 
long-service leave entitlement by force 
of its own provisions, without the aid 
of any other vehicle or medium, where- 
as the New South Wales and Queens- 
land Acts only confer long-service leave 
benefits through the medium of State 
awards to which, of course, an employee 
has to be subject before he can claim 
the entitlement. 


The Victorian Act was proclaimed to 
come into operation on 26th November, 
1953. I hope I will be excused for men- 
tioning that I have heard it said that 
the operation of the Victorian Act has 
been postponed until the beginning of 
1955. That is not true. What hap- 
pened was that the Government appears 
to have been sufficiently impressed with 
representations which were made to it 
as to the inability of industry to adjust 
itself suddenly to the new law, to insert 
in the Act a provision (by way of de- 
ferment) under which no long-service 
leave could be demanded as of right 
prior to 3lst December, 1954. It is pos- 
sible, however, for long-service leave to 
be taken earlier by mutual agreement, 
i.e., if the employer is agreeable. 


But except as to that deferment in 
regard to the time of actually taking 
leave as of right, the Act is fully oper- 
ating, and has been so for just on twelve 
months. At the risk of repetition I 
would emphasise that the statutory 
right or entitlement to long-service 
leave has existed in appropriate cases 
as from the coming into operation of 
the Act on 26th November, 1953. It is 
something like a debtor who has ar- 
ranged with his creditor to take a 
promissory note due at the end of 1954 
—he is still liable for the debt, but 
cannot be made to pay it until the end 
of the year. In much the same way, 
the employer is already liable to grant 
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long-service leave to those who have 
qualified for the statutory entitlement, 
but he cannot be made to grant it until 
after the end of the year. 


Like all new legislation, this Act (I 
refer, of course, to the long-service 
leave part of it) will experience teeth- 
ing troubles, and already several nice 
problems have either arisen, or have 
a postulated in relation to its precise 
effect. 


The Act contains provisions enabling 
matters of doubt or dispute as to when 
a worker becomes entitled to long-ser- 
vice leave or even whether he is 
entitled to it at all, and as to rates of 
pay, to be decided by a Court of Petty 
Sessions (consisting of a Stipendiary 
Magistrate sitting alone) at the Court 
nearest to the employer’s place of busi- 
ness. 


In the case of employers whose place 
of business is in the Metropolitan Dis- 
trict, those disputes are to be settled by 
the Metropolitan Industrial Court. 


These provisions should provide a 
conveniently quick and comparatively 
inexpensive method of settling the 
many difficult problems which I feel 
sure will arise in relation to long-service 
leave as time goes on, and particularly 
next year, when workers may want to 
start taking their leave. 


However, let us turn to the Act itself 
and see, in broad outline only, what it 
— on this subject of long-service 
eave. 


The following points are worth men- 
tioning: 


1. All persons employed by any em- 
ployer (including the Crown) to do 
work for hire or reward are eligible 
for long-service leave. A _ small 
point arises here, which may be of 
interest to some of you. Although 
the Labour and Industry Act 1953 
does not apply, generally: speaking, 
to persons engaged in dairying, 
agriculture, horticulture, viticul- 
ture or pastoral pursuits outside 


the Metropolitan District, the long- 
service leave provisions are specifi- 
cally declared to include those per- 
sons. 


. Every worker is entitled to long- 


service leave on ordinary pay in 
respect of continuous employment 
with one and the same employer. 
Provision is made for the protec- 
tion of workers in a business which 
changes hands. The rate of pay 
during long-service leave is fixed 
at the rate which the worker was 
receiving at the time his long-ser- 
— leave entitlement accrued to 
im. 


. On completion of 20 years of con- 


tinuous employment, the long- 
service leave entitlement is 13 
weeks, with further entitlements 
of 34 weeks accruing for every five 
years of continuous employment 
thereafter. 


In calculating this period of 20 
years of continuous employment, 
workers who were in employment 
when the Act came into force on 
26th November, 1953, are permit- 
ted to count back to the actual 
date when that particular employ- 
ment commenced, provided that 
date is not earlier than 26th 
November, 1933, i.c., 20 years 
prior to the Act coming into force. 
Any continuous employment with 
that employer prior to 26th Novem- 
ber, 1933, is not counted except to 
the extent necessary to replace any 
periods of employment after that 
date which may happen not to be 
countable as employment for the 
purposes of the Act, as we will see 
in a moment. 


. There are supplementary provi- 


sions relating to long-service leave 
cash payments to employees who 
leave their employment under cer- 
tain special conditions after ten 
years of continuous employment, 
and to the personal representative 
of any employee who dies before or 
even while taking his leave. 


These long-service leave cash 
payments are calculated on the 
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basis of the worker’s ordinary pay 
for a period equal to .0125 or one- 
eightieth of the period of his con- 
tinuous employment. The special 
conditions (apart from the death 
of the worker) are: 

—any dismissal by the employer 
(except dismissal on the ground 
of serious and wilful misconduct 
by the worker) ; 

or— 

—termination by the worker him- 
self, but only where it takes 
place because of illness, incapa- 
city or domestic or any other 
pressing necessity where such 
illness, incapacity or necessity is 
of such a nature as to justify 
such termination. 


. It is important to note that em- 


ployment must be “continuous,” 
and so the Act specifies that the 
following happenings do not inter- 
rupt the continuity of the employ- 
ment— 


(a) the taking of annual leave; 


(b) the taking of long-service 
leave ; 


(c) absence from work for not 
more than 14 days on account 
of illness; 


strikes ; 


(e) dismissal, if followed by re- 
employment within two 
months; 


(f) standing down for slackness; 


(g) any absence by leave of the 
employer; 


(h) any absence by reason of a 
worker’s compensation injury. 


The first three, i.e., annual leave, 
long-service leave, and sick leave 
up to 14 days—all count as part of 
the period of employment in calcu- 
lating the period of continuous 
employment; but all the others are 
not counted as part of the period 
of employment, although they do 
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not break the continuity of that 
employment. The Act also states 
that service as a member of the 
naval, military or air forces of the 
Commonwealth in World War II, 
or of the Civil Construction Corps, 
shall be deemed to be employment 
with the employer by whom the 
worker concerned was last em- 
ployed, before commencing to serve 
as such member. 


. Once a worker becomes entitled to 


long-service leave, the employer 
should grant it as soon as is prac- 
ticable, having regard to the needs 
of his business; but as I have 
already mentioned, the employer 
cannot be forced to give the leave 
prior to the end of 1954 if he does 
not wish to do so. The actual tak- 
ing of leave by the worker is not 
compulsory; it can be postponed 
indefinitely by mutual agreement. 
This can be done without any risk 
to either the employer or the 
worker due to any rise or fall 
which may subsequently take place 
in his rate of pay, because, as I 
have already pointed out, the Act 
fixes the rate which is to be paid 
to a worker on long-service leave, 
at the rate which was being paid 
to him at the time when his long- 
service leave entitlement accrued 
to him. 


If the parties cannot agree as to 
when the leave should be taken, 
the Industrial Appeals Court can 
direct when the leave is to com- 
mence, but the decision of the 
Court must provide an interval of 
at least six months before the leave 
can commence. 


Leave is to be taken in one 
period, unless the parties agree 
that it is to be taken in two periods. 


Wages are to be paid to the 
worker on leave, in whatever way 
the parties agree; if no such agree- 
ment is made,-then the employer 
can pay the wages in full when the 
leave commences, or on the normal 
pay days. Provision is made for 
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payment by cheque through the 
post if the worker makes a writ- 
ten request for that to be done. 


. The provisions of the Act are 


mandatory, that is, it is not pos- 
sible to contract out of the Act— 
nor can an employer make a pay- 
ment in lieu of any long-service 
leave entitlement, except when the 
worker’s services have been ter- 
minated or he has died. 


. Long-service leave includes all 
trade and public holidays falling 
within the leave period; but ex- 
cludes annual leave. This means 
that in the year when an em- 
ployee’s long-service leave is taken, 
he can also take his annual leave 
in the usual way. 


. It is an offence under the Act for 


an employee on long-service leave 
to take other employment. It is 
also an offence for any person 
knowingly to employ him when he 
is on long-service leave. 


. Every employer must keep a long- 
service leave record in the pre- 
scribed form. Provision is made in 
the Regulations for that record to 
be incorporated with time, wages 
or other leave records of the em- 
ployer, if he so desires. Mr. 
Hesse will deal with this aspect 
when he speaks to you. It is per- 
haps significant of the times in 
which we are living, that the Regu- 
lations specifically state that all 
particulars to be entered in the 
long-service leave record shall be 
entered therein in the English 
language. 


. Provision is made for an employer 


to obtain from the Industrial 
Appeals Court, in certain cases, an 
order exempting him from the 
statutory obligation to grant long- 
service leave. I will refer more 
fully to this later, but meanwhile 
there is one very important ques- 
tion relating to long-service leave 
which has not yet been authorita- 


tively resolved so far as I am 
aware. That is the question of the 
employee whose employment is 
governed by an Award of the Fede- 
ral Arbitration Court. Complex 
questions of Constitutional law are 
here involved, but I feel sure that 
I am not revealing anybody’s sec- 
ret when I say that there is reason 
to believe that a leading Queen’s 
Counsel of this city has given an 
opinion to the effect that the long- 
service leave legislation of Victoria 
does not apply to employees whose 
conditions of employment are 
governed by a Federal Award. On 
the other hand, as may be expected 
in any difficult Constitutional ques- 
tion, I believe another eminent 
Queen’s Counsel has given an 
opinion the other way. I do not 
know what particular Federal 
Award or Awards they were asked 
to consider and advise upon, but if 
ever this question comes before the 
Court for decision, it may well 
turn out that each of them is cor- 
rect. This may not be as odd as it 
sounds, because the real answer 
provably depends, in the first in- 
stance, upon the scope or extent of 
the claims made in the relevant 
Log of Claims on which, in turn, 
the industrial dispute was based, 
which finally led to the making of 
the particular Federal Award on 
which each Counsel was advising. 


So far as I am aware, current 
legal thought, although not unani- 
mous on the point, favours the 
view that Federal Award workers 
are probably outside the long-ser- 
vice leave legislation of the State. 


It would be interesting to know, 
however, how far (if at all) cur- 
rent thought on this point has un- 
consciously been influenced by the 
fact that in the other States of 
New South Wales and Queensland, 
the long-service leave legislation is 
so framed as to make it clear that 
Federal Award workers are ex- 
cluded from its benefits. You will 
recall that in my earlier remarks, 
I pointed out that the benefits of 
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long-service leave are made avail- 
able in New South Wales and 
Queensland per medium of State 
Awards only, to which, of course, 
the worker has to be subject in 
order to qualify for the benefit. 
Obviously, a Federal Award worker 
could not claim any of the benefits 
of a State Award. 


I return now to the equally impor- 
tant question of employers obtaining 
exemption from the obligations of 
granting long-service leave. In this 
connection, the Industrial Appeals 
Court in a considered decision set out 
and analysed the principles underlying 
the basis of granting exemptions. At 
this point I desire to make it clear to 
you that this decision of the Industrial 
Appeals Court has already been the 
subject of an application to the 
Supreme Court which has not yet an- 
nounced its decision.* 


Therefore, the whole matter is still 
sub judice and should be respected as 


such. Accordingly, in relation to what 
I am about to say, it should be borne 
in mind that when the Supreme Court 
announces its decision, some of the 
rulings of the Industrial Appeals Court 
which I am now about to discuss, may 
themselves be overruled and may, 
therefore, no longer represent the law 
on those points. However, until that in 
fact occurs, I can only deal with the 
law as it appears to be at the moment. 


The Industrial Appeals Court decided 
that before any order for exemption 
could be granted, the Court would have 
to be satisfied that four conditions 
existed. 





*Mr. Bett advises that the decision of the 
Supreme Court has now been delivered and 
the result was that the rulings of the In- 
dustrial Appeals Court remained undisturbed 
except as to that referred to under heading 
No. 1 above. He states that the effect of 
this is that the presence or absence of 
trustees in relation to a superannuation 
scheme should no longer be regarded by the 
Court as relevant in considering the question 
of granting an exemption. 
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I will now deal with each of these in 
turn: 


No. 1: That the workers in respect of 
whom the exemption is sought, have 
an entitlement to long-service leave 
and/or superannuation, under the 
terms of their employment with their 
employers. 


The Court clearly decided that ex- 
emption will only be granted in cases 
where the responsibility for ensuring 
that the worker receives his benefits 
rests upon the employer. 


Any superannuation scheme which is 
vested in, and administered, not by the 
employer, but by trustees who are re- 
sponsible to the worker for seeing that 
he receives his benefits under the 
scheme, will not qualify for exemption 
under the Act. 


Therefore, if it were intended to 
apply for exemption, it would appear 
desirable that instead of the responsi- 
bility for paying benefits to the workers 
resting upon trustees (as has been the 
common practice), the superannuation 
scheme should be so arranged that the 
responsibility rests upon the employer. 
If trustees were desired in order to 
carry out administrative functions for 
the convenience of the employer, it 
might be desirable not to designate 
them as “trustees,” but to employ 
some other designation such as “execu- 
tive committee,” and to have them ap- 
pointed under the Deed, but not as 
formal parties to it, and to have their 
powers expressly limited to these speci- 
fied administrative functions. 


There is, however, some room for 
doubt as to whether mere responsibility 
on the part of the employer—as distinct 
from trustees—for ensuring that the 
worker receives his superannuation 
benefits, is sufficient to satisfy this con- 
dition, because it should be remembered 
that the workers must not only be en- 
titled to their superannuation benefits, 
but must also be entitled to those bene- 
fits “under the terms of their employ- 
ment with their employer.” It may not 
necessarily follow that because a 
worker joins a superannuation scheme 
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conducted by his employer, the benefits 
to which he becomes entitled contrac- 
tually as a result of so joining, are due 
to him “under the terms of his employ- 
ment with his employer.” The answer 
to this seems to depend upon whether 
such a superannuation scheme would be 
regarded by the Court as constituting 
part of the terms of his employment. 


No. 2: That this entitlement is on a 
basis not less favourable to the 
worker than the provision in the Act 
for long-service leave. 


I will not dwell on this condition be- 
yond stating that the Court decided 
that any superannuation scheme which 
assured to a worker on his retirement, 
or to his dependants on his earlier 
death, a sum approximately double the 
monetary value of his long service 
leave, might properly be described as 
not less favourable to the worker than 
the long-service leave provided by the 
Act. 


No. 3: That if the entitlement is to 
superannuation benefits or partly to 
superannuation benefits and partly to 
long-service leave, it should not cost 
the employer less than the cost of 
long-service leave under the Act. 


This condition being, on the face of 
it, a matter of mathematics, it should 
offer no difficulties to you as Accoun- 
tants. So I will pass on. 


No. 4: That the granting of the appli- 
cation for exemption is in the best 
interests of the workers. 


It is clear from the Court’s decision 
that even if the Court were to be satis- 
fied as to the conditions numbered 1, 2 
and 3, there could be no certainty that 
an exemption would be granted unless 
additionally, the Court were satisfied 
that it would be in the “best interests” 
of the workers that such exemption be 
granted. 

It is on this point that the Court 
elaborated in detail upon the further 


questions which would have to be in- 
vestigated by the Court in order to 
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reach its decision. The result is that, 
even in the most favourable circum- 
stances, an employer could not expect to 
be granted an exemption except as to 
the younger or newer members of the 
superannuation scheme. The individual 
position of each member of the super- 
annuation scheme would be examined, 
and exemption would be granted only 
in respect of those individuals in whose 
best interests it would be to grant the 
exemption. 


In the course of its decision, the 
Court also pointed out in addition to 
the four matters which I have just dis- 
cussed, that no trust deed containing 
forfeiture provisions contrary to the 
Act, or which would enable monies ow- 
ing by a worker to be retained out of 
his benefits, would be considered by the 
Court as being adequate as a ground 
for exemption. 


The foregoing remarks constitute a 
general broad coverage of the long- 
service leave provisions of the Act and 
some of the legal implications arising 
thereout. 

It now remains for us to direct our 
attention for a few moments to the 
third and last part of the subject, 
namely: 


Superannuation and Long-Service 
Leave Jointly: 


It is when we have the joint presence 
or existence of superannuation and 
long-service leave, that questions arise 
as to how some relief can be obtained 
from the combined cost burden from 
the employer’s point of view. 


In those circumstances, the employer 
finds himself under what he feels to be 
something of an obligation to continue 
making his contributions to the super- 
annuation scheme as in the past, but 
now with a further legal obligation 
superimposed by statute to grant long- 
service leave to the persons who, in the 
main, are the same as those for whose 
benefit he is already contributing under 
the superannuation scheme. 


The alternatives facing such an em- 
ployer are: 
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1. To continue with both  super- 
annuation and long-service leave; 


2. To consider ways and means of 
reducing his contributions or the 
benefits under the superannuation 
scheme to the extent of his costs 
in granting long-service leave; 


. To terminate and wind up the 
superannuation scheme; 


. To continue with the superannua- 
tion scheme and apply to the 
Court for exemption from the 
statutory obligation to grant long- 
service leave. 


These are matters of financial policy 
for determination by the employer 
himseif, and they do not call for any 
comment here, because little in the 
way of legal implications arises there- 
from. However, there is one observa- 
tion which can be made in the light of 
the Court’s rulings given in the recent 
applications for exemptions. At the 
present time, in the absence of any 
amendment of the Act, it appears pre- 
ferable to avoid any application for 
exemption, because, as we have seen, 
the results are not entirely satisfac- 
tory in view of the conditions and re- 
strictions contained in the Act itself, 
and to which the Court is bound to 
give effect. Therefore, it becomes 
necessary to seek some other means if 
the duplication of the expenses of 
superannuation benefits plus _ long- 
service leave is to be avoided. 


This can, I think, be done by incor- 
porating in superannuation schemes, 
provisions which would preserve for 
the worker the right to take his long- 
service leave as such, if he so wished; 
but if he did, then the cost thereof to 
the employer would be deductible from 
that portion of the superannuation 
benefits otherwise payable to that 
worker which results from the em- 
ployer’s own contributions, and the 
employer would be credited with the 
amount so deducted. 
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This suggestion finds its counter- 
part in the more recent amendments 
which have been made to the Queens- 
land, and also to the New South Wales 
long-service leave legislation and 
which are designed, broadly speaking, 
to give to the worker the right to 
elect whether he will take his long- 
service leave or his superannuation 
benefits. This appears to have been 
the legislative trend in those States. 


In the case of any existing super- 
annuation scheme under which estab- 
lished or vested rights already belong 
to the members, an amendment along 
the lines which I have suggested 
would require particularly careful con- 
sideration and might not be legally 
possible in all cases. This would entail 
a detailed examination of each indi- 
vidual scheme, and the various rights 
or benefits conferred thereby. This 
task opens up such an enormous field 
of research, that I feel the point has 
been reached where our present dis- 
cussion must end. 


However, before concluding, I would 
like to express the hope that some- 
where in the course of my remarks, 
someone has derived some benefit or 
has had some doubtful point made a 
little clearer. If that has occurred, I 
will have been rewarded. Personally, 
I would have preferred to have 
enumerated some of the many practi- 
cal problems, both interesting and 
curious, which are bound to arise be- 
fore this long-service leave legislation 
is much older, and to have supplied 
you with the authoritative solutions to 
them for your guidance. Unfortu- 
nately, however, those solutions do not 
exist—they have not as yet been de- 
cided by the Court, and therefore all 
problems of that kind (and which I 
know are exercising your minds) at 
present rest upon the less satisfactory 
basis of “opinion” only, where one 
man’s views may well be as good as 
another’s and, therefore, each must 
seek out for himself the best advice 
available to him. 





Long Service Leave and Superannuation 
CONTINUED 


2. THE ACCOUNTING IMPLICATIONS 


By M. A. HESSE, F.A.S.A., F.C.1S. 


Introduction. 


The previous lectures have dealt 
with the General and Legal Implica- 
tions of Long-Service Leave. It now 
remains for the Accountant to take 
his turn in converting the legal 
phraseology into sums certain in 
money—to use a well-known phrase 
from the Bills of Exchange Act. I 
like that phrase because it is so apt 
to the mission of the Accountant. 


Although this talk is scheduled to 
deal with the Accounting Implications, 
I find it necessary to expand it here 
and there to cover the broader field 
of the Finance Department and also 
to embrace at least some of the func- 
tions of the Personnel Department be- 
cause there are some aspects of Long- 
Service Leave which cannot very well 
be earmarked as being exclusively 
within the jurisdiction of either of 
those departments. For instance, it 
is the function of the Personnel De- 
partment to determine just which 
workers come within the scope of the 
Act and to determine the Ordinary 
Time Rate of Pay, but it is just as 
important for Finance Department to 
be in a position to check those factors. 


It is recognised there will be some 
variance in the accounting approach 
by the small and large business re- 
spectively, especially in the use of 
forms and the adoption of what I am 
calling tonight the principle of current 
provision. The forms and schedules 
advocated can be operated by any 
type of business and it is for each to 
determine the extent to which they fit 
in with particular requirements. The 
minimisation of clerical work is an 
important consideration. 
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The law is not my province in this 
series, but some reference must be 
made to it where pertinent to the 
accounting. In this respect please 
remember that we are dealing only 
with Long-Service Leave as provided 
by the Victorian legislation and not 
with the- Acts of any other State 
which may differ in such material 
matters as the definition of a worker 
and the rate of pay applicable to the 
period of the leave. All section refer- 
ences are those of the Labour and 
Industry Act, 1953 (No. 5771 of Vic- 
toria) which incorporates the provi- 
sions of the Factories and Shops Long- 
Service Leave Act 1953 (No. 5706 of 
Victoria). 


It is proposed to use the term 
“worker” to indicate any kind of em- 
ployee and the term “wage” for all 
forms of worker remuneration. 


I do not want you to permit Income 
Tax issues to cloud the accounting. 
Accounting is concerned primarily 
with implementing sound business and 
financial principles and in any case you 
can remember that there are already 
many existing instances where the re- 
sult of the operations as shown by the 
books has to be adjusted in order to 
arrive at the taxable amount. Maybe 
taxation law has tended to have an 
adverse effect on accounting practice 
in that management sometimes 
assumes that what is not allowed for 
income tax purposes should not be 
reflected in the accounts. To so hold 
can be dangerous. 


To commence, a study of the fifteen 
sections of the Act and their implica- 
tions establishes a number of basic 
factors vital to the Accountant— 
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1. A period of continuous employ- 
ment with the one employer (or 
with an employer from whom a 
business is transferred) is the 
only route by which the worker 
can achieve entitlement to Long- 
Service Leave. 


. There are businesses in which all 
workers come within the scope of 
the Act, whilst there are others 
in which some workers may be 
excluded and some included. 


. It embraces males and females, 
young and old, office and factory, 
workers who are shareholders and 
directors in full-time employment 
of the employer. 


. Any business may have existing 
employees who are entitled to 
Long-Service Leave right as at 
the commencement of the Act on 
26th November, 1953. 


. The real problem is the account- 
ing necessity for taking care of 
circumstances in which— 

The number of workers 
The amount payable 
Rights to leave 
Date upon which leave will be 
taken 
are all floating and not fixed fac- 
tors. 


. Long-Service Leave is payable at 
the Ordinary Time Rate of pay in 
force at the date of entitlement 
to leave. So that the wage of 
John Brown at the time of start- 
ing in 1954 is not necessarily an 
indication of the cost of the leave 
to which he will be entitled in 
say 1974, and by which time he 
may be Manager and earning 
quite a piece more. Moreover, 
Brown might discontinue his em- 
ployment prior to entitlement to 
any leave. 


. The period of leave is always ex- 
pressed in “weeks” or in the alter- 
native as “one-eightieth” of the 
period of employment. 
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8. To the accountant, the most im- 
portant periods in terms of con- 
tinuous employment, are ten 
years, twenty years, and every 
cycle of five years following upon 
completion of the first twenty. 


The impact on cost cannot be under- 
estimated especially where a large 
number of workers are entitled, and 
more especially when you appreciate 
that a worker receiving £13 a week 
entails a liability of approximately 
£170 after twenty years’ continuous 
employment. 


Length of Leave. 


And so with all this in mind we can 
proceed to state briefly the factors 
governing the length of leave. 


The period of employment is the 
essence of entitlement and_ the 
Accountant must be aware of the fol- 
lowing fundamentals—some of which 
may be subject to minor variations in 
terms of the Act which I do not pro- 
pose to introduce tonight to the con- 
fusion of the main issues. 


1. Time begins to run from the 
actual date upon which the 
worker commences employment. 
This in itself complicates the 
accounting. 


. A worker ranks for up to twenty 
years’ employment between 26th 
November, 1933, and 26th Novem- 
ber, 1953. Generally, employment 
prior to 26th November, 1933, can 
be ignored. The liability for 
what can be termed “past em- 
ployment” in the sense that it 
represents employment prior to 
the Act coming into force sends 
the employer off to rather a bad 
start. 


. A worker ceasing his employment 
prior to 26th November, 1953, can 
generally be eliminated from con- 
sideration. 

. A worker with at least ten but 
less than twenty years of con- 


tinuous employment and whose 
employment is terminated— 
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by the EMPLOYER for cause 
other than serious and wilful 
misconduct 
by the WORKER on account of 
illness, etc. 
is entitled to payment for a period 
equal to one-eightieth of the total 
period of employment. 
. Upon completing twenty continu- 
ous years the worker is entitled 
to thirteen weeks’ leave. 


. For every five-year cycle in excess 
of twenty years he is entitled to 
34 weeks or pro-rata (i.e., one- 
eightieth) for the proportion of 
of that time worked prior to ter- 
mination of employment. 


. You have to remember the im- 
plications of Section 151 in regard 
to— 


Those absences of the worker 
which form part of the con- 
tinuous employment. 


Those absences which do not form 
part of the continuous employ- 
ment and which therefore add 
up to a total period which must 
be worked in extension of the 
date upon which the worker 
would otherwise have become 
entitled to leave. 


The rights of the worker under 
the Transmission Clause, and 
those arising out of Section 152 
in respect to employment termi- 
nated by the EMPLOYER be- 
tween Ist June and 26th Nov- 
ember, 1953, for cause other 
than serious and wilful miscon- 
duct on the part of the worker. 


The Rate of Pay. 


Logically we move on to consider 
the Rate of Pay. 


“Ordinary Pay” as laid down under 
Section 150 is a definition to which 
the accountant must give the utmost 
attention in that it determines the 
remuneration of the worker for the 
period during which he is_ taking 
Long-Service Leave and for payment 
in lieu upon his death. 
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It is built up of his ordinary hours 
at a pay rate which includes bonus 
where such is part of the terms of 
employment, any overtime hours 
where such are a defined condition of 
employment, and the cash value of 
any board or lodging provided for the 
worker. Premium paid in respect to 
overtime, such as on those hours 
which attract pay at time-and-a-half, 
does not enter into consideration in 
arriving at the ordinary rate of pay. 


To put it another way, the calcula- 
tion is concerned with a number of 
hours at one rate of pay and not with 
some hours at one rate and other 
hours at a different rate. 


Thus, for instance, where the em- 
ployment calls for forty hours of work, 
Monday to Friday, plus three hours on 
Saturday, the normal will be forty- 
three hours at the rate which excludes 
overtime premium. Where the value 
of board and lodging is not fixed by 
the terms of employment the Act says 
it is to be computed at the rate of 
twenty shillings per week for board 
and ten shillings per week for lodging. 
In general it is thought that the com- 
putation of pay will not present any 
great difficulties but it should be re- 
membered that where no ordinary 
time rate of pay or normal weekly 
hours are fixed by the terms of the 
employment the Act provides for 
these matters to be settled by the 
application of the weekly average for 
the twelve months immediately prior 
to entitlement to leave. 

Disputes as to entitlement to leave 
and pay can be taken to the Court by 
employer or worker. 


Accounting for the Liability. 


Having negotiated any problems 
associated with determining the period 
and the rate of pay, you are in a posi- 
tion to calculate the total liability of 
the business in respect to leave. First, 
consider some very simple arithmetic: 


After twenty years of continuous 
employment, the worker is entitled to 
thirteen weeks’ leave on pay and this 
period can be converted into— 
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.65 of the weekly pay in respect to 
each year of employment. 
.05416 for every month of employ- 
ment. 
.0125 for every week of employment. 
The complete schedule of cumula- 
tive entitlement in weeks is shown on 
the following chart which can be used 
as a key for calculations. 


TABLE “A.” 
Cumulative Long-Service Leave in Weeks. 





Cumulative 
Employment Long-Service Leave 
Period. in Weeks. 


1 Week 0125 
.0250 
0875 
-05416 
-10833 
-1625 
21666 
-27083 
325 
37916 
43333 
4875 
-54166 
-59583 
65 

1.30 











9.75 

10.40 

11.05 

11.70 First 
12.35 Twenty 
13.00 Years 


.65 First 
1.30 Five 
1.95 Year 
2.60 Cycle 
3.25 

















.65 Second 
1.30 Five 
1.95 Year 
2.60 Cycle 
3.25 
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Note break-off points at twenty 
years and for each five - year cycle 
thereafter 


For a business in which all workers 
are entitled to the benefits of Long- 
Service Leave, it might seem a very 
simple matter to build up the cost by 
applying 14% to the payroll. 

But to be accurate you must exclude 
from the payroll any overtime premium 
and also hours other than ordinary. 
You face difficulties as soon as the 
Ordinary Rate of Pay changes for any 
employee, because setting him up at 
14% on the wages of each year will not 
furnish the amount due at date of en- 
titlement. That is something which 
must be based on the rate of pay in 
effect at date of entitlement. 


So I put it to you that the best ap- 
proach is to keep records to provide not 
only on the current year’s wage, but 
also to enable adjustment to be effected 
on previous years on any variance be- 
tween the new and the old wage. 

Again, in the business in which only 
some of the workers have rights to 
entitlement it would seem rather simple 
to break the payrolls between those 
who are in and those who are out, and 
to then proceed via the percentage to 
payroll method in respect of the “ins” 
only. But you face the same difficul- 
ties already outlined. 


Some employers may make the de- 
cision to wait until the worker actually 
takes leave or becomes entitled to pay 
in lieu and at that stage to calculate 
the amount due and absorb it as ex- 
pense at the time of payment. This 
approach needs but a very simple for- 
mula but it will be appreciated it can 
lead to distortion in expense levels in 
the years in which a number of workers 
take leave and that it does not conform 
to sound and orthodox accounting. 


In any case it is not desirable to 
adopt as it would seem essential to 
spread the liability as it accrues so that 
the cost enters into product and pricing 
eonsiderations. 

The accounting hardly seems worth 
the illustration, but here are two 
examples— 
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TABLE “B.” 


Worker’s employment is terminated at 
twelve years for reasons other than serious 
and wilful misconduct. 


Ordinary Pay at date of ter- 
mination . w+ £18/10/- 


Entitled to 1/80th of mala of 
Employment .... .... .... 7.8 Weeks 


Long-Service Leave therefore 
B13.8 % TB oi. ORS /- 


Worker completes twenty years’ employ- 
ment and takes his Long-Service Leave. 


Ordinary Pay at date of com- 
pletion of twenty years ... £15 


Entitled to thirteen weeks’ 
Long-Service Leave .... .... £195 


Before proceeding to something 
sounder than the foregoing in the way 
of accounting, I want to throw in a 
statement on which I would like to 
hear some discussion later—to the 
effect that for the first ten years of 
each worker’s continuous employment 
the liability for Long-Service Leave is 
at least contingent for the reason that 
under Section 154 entitlement does not 
arise until the expiration of that period. 
It should be so noted on the Balance 
Sheet, except where a reserve for it is 
established. Thereafter it becomes a 
liability which the employer may be 
called upon to meet at any time, and the 
amount should therefore appear in the 
Balance Sheet as a true liability. 


So we proceed to the accounting 
option whereby provision is effected on 
a current-year basis, commencing with 
the year in which the worker is first 
employed, and where the expense is 
absorbed in the financial year with cor- 
responding credit to Long-Service Leave 
Reserve. The Reserve is then charged 
with actual payments in the year in 
which paid. 


To expel any doubts in your minds 
relating to the use of terms it should 
be made quite clear that for the re- 
mainder of this talk the word “provi- 
sion” is used to indicate the debit or 
expense and the term “reserve” for the 
credit. It is believed that all sound 
businesses will want to take this route 
since it represents sound accounting 
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practice and has the effect of reflect- 
ing the liability in the Balance Sheet. 

Although not specifically illustrated 
in the examples given, you will appre- 
ciate that both the provision and the 
reserve can be quite easily segregated 
as between employees with less than 
ten years’ employmnt and those with 
ten years or more. To illustrate, look 
at a worker commencing employment 
on Ist January, 1944: 


TABLE “C.” 


Long-Service Leave Provision and Reserve. 
Workers who commenced employment on 
ist January, 1944. 








Leave in Weeks. 
Provision this 


Years of Cont. 
Year £ 


service. 
Cumulative 
Long-Service 
Pay £ 
Sumulative 
L.-S.L. 
Reserve £ 
4-S.L. 


t 





=e 
S109 

io &> 
S 


00 ~30/Ordinary 


CoOHNA Th WNE 





9.75 
10.40 
11.05 
11.70 
12.35 
13.00 
65 : 13.00 
1.30 , 13.00 
1.95 2 39. 13.00 
2.60 ' 13.00 
3.25 5. 13.00 


*Period of “Past Employment,” i.e., prior 
to date of Commencement of Act. Note the 
incidence of the “Year” costs, especially 
where an increase in ordinary pay becomes 
effective. 





Since the cumulative leave provision 
must of necessity be based upon the 
pay rate in force at date of calculation, 
it follows that where the worker re- 
mains on the same rate of pay for 4 
number of the qualifying years, the 
yearly provision will remain at constant 
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amount. Where, however, the pay in- 
creases through the years—and this is 
by far the more likely probability, be- 
cause of cost of living adjustments or 
of promotion attracting greater pay— 
the yearly provision must fluctuate. 
The same is true in relation to any 
reduction in wage. 


How are you going to treat the “past 
employment” previously referred to and 
which in fact can reach a maximum of 
twenty years of employment with a 
liability for thirteen weeks’ leave? 
Here it seems that a Reserve for the 
amount should be established imme- 
diately and the provision absorbed im- 
mediately, or in the alternative charged 
to deferred expense and written off 
over a period of years. 


Many might hold that as such a 
charge relates to a past trading period 
the proper accounting would be to treat 
it as an appropriation of profit or as 
an allocation out of existing reserves. 


There are of course circumstances 
under which you will be entitled to 
write back provision made in previous 
years, as where the worker leaves his 
employment before the expiration of 
the initial ten-year qualifying period. 


In a business which enforces compul- 
sory retirement at, say, age 65, there 
would seem to be no necessity to pro- 
vide for a worker whose age on engage- 
ment is such that he cannot complete 
at least ten years of continuous em- 
ployment prior to retirement. For 
under those circumstances he cannot 
gain entitlement. 


Now we can tackle the actual process 
of determining the total liability and 
the amount to be provided in any cur- 
rent year. Set up a record for each 
worker, in card form or otherwise, 
which makes provision for the follow- 
ing basic data: 


Name 


Date of engagement. For this pur- 
pose it should be the date upon 
which the worker commenced un- 
broken service and which can be 
as early as 26th November, 1933. 
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A line for each year subsequent to 
engagement. 
Columns in which to enter— 
Cumulative Long-Service Leave in 
terms of weeks. 
Ordinary Rate of Pay. 
The amount of the cumulative lia- 
bility. 
The amount of the provision for 
the year. 


To my mind the subsequent pro- 
cedure will depend upon the number of 
qualifying workers. 


Where only a relatively small num- 
ber of workers is involved each record 
can be assessed individually as at the 
date of the Balance Sheet, say, 30th 
June. Therefore, enter against the 
appropriate year and in the appropriate 
column— 


The ordinary rate of pay as at date 
of Balance Sheet. But in the 
twentieth year and in the last year 
of each five-year cycle, there 
should be substituted the rate of 
pay effective on the anniversary 
of engagement. 


The cumulative Long-Service Leave 
in terms of weeks. In the first 
year of employment this factor 
will seldom be for the full year, 
but only for a proportion of the 
year from date of engagement to 
30th June and where this is the 
case the future factor will be that 
proportion plus “x” full years until 
the twentieth year is reached 
when thirteen weeks become the 
factor. 


The application of the cumulative 
weeks to the ordinary rate of pay fur- 
nishes the total liability at the date 
of the Balance Sheet in respect of each 
worker and it follows that the sum of 
the workers represents the overall 
liability. Deduct therefrom the amount 
standing to the credit of the Reserve 
Account as at 30th June and the dif- 
ference represents the amount to be 
provided in that year and credited to 
the Reserve. Thus— 
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TABLE “D.” 
Balance Sheet date—30th June— 





Name. Date Engaged. Years. 


Year Ended. 


Cumulative 
L.-S. Leave 
Reserve £ 


Cumulative 
L.-S. Leave 
in Weeks. 


Ordinary 
y 





J. Brown 15 Jan., 55 1 30th June, 


H. Green 18 Aug., ’55 


E. Pink 26 Sept., °55 


woh cone ® CODD 


bb 
"66 


29583 4.14 
-94583 13.24 
1.59583 
2.24583 
-56666 
1.21666 
1.86666 
-50000 
1.15000 
1.80000 


"67 
"68 
66 
"67 
68 
"66 
"67 
"68 








Total Reserve 


Year 
Required £ 


30th June. 


Current Year 
Dr. Provision 
Cr. Reserve £ 


Existing 
Reserve 
Balance 





4.14 
27.77 
57.28 
91.02 


1955 
1956 
1957 
1958 


4.14 
27.77 
57.28 





Note: Assumed no payment or adjustments out of Reserve during these years. 


Organisations which have to cater 
for a large number of workers will re- 
cognise the necessity for cutting the 
work to a minimum. For such, the fol- 
lowing approach is recommended. 

Set up a record for each worker 
along the basic lines just described. 
Segregate the records by “year” of 
engagement—all those engaged 1953, 
1954, and so on. 

Enter each year the Ordinary Rate 
applicable to the worker as at the an- 
niversary of his engagement and ex- 
tract a schedule giving the total 
ordinary pay for each “year.” 

Apply the appropriate Cumulative 
Long-Service Leave weeks to each year 
to furnish the total Liability for Long- 
Service Leave in respect of that year. 
The sum of the “Years” will give the 
overall total Liability for the business. 

Deduct therefrom the amount stand- 
ing to the Reserve Account as at the 
end of the financial year and the dif- 
ference will represent the amount to be 
provided in that year and credited to 
the Reserve Account. 

Do not enter the cumulative liability 
on each worker’s card. 

This method of providing does not 
allow for any reserve for the period 
between the anniversary date and the 
date of the Balance Sheet in regard to 
each worker and the suggestion is that 
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the position be covered by adding in a 
reasonable sum to cover that period. 
The result could look like this— 


TABLE “E.” 








cmployment 

Years of 

No. of 

Total 

Pay £ 

‘umulative 
-~ 1 U.-S.L. 

in Weeks. 

Cumulative 

L.-S.L. 

Reserve £ 


Service 
=e) Workers 





mle 
© 

Dell ell oad 

ceoo0)jOrdinary 


192 
450 
720 
720 
750 


1,400 
1,450 
2,400 
2,700 
2,800 
3,300 


112 
200 
220 
220 { 
250 6,435.0 
1954 260 3,500 4,550.0 
1955 280 3,700 2,405.0 


Cumulative Reserve Required .... £74,7214 

+Deduct existing reserve £ 

{To be provided this year 

*Excludes cards for workers discontinued 
and adjusted or paid out. 

§Period of “Past Employment.” 

{The actual existing Reserve Balance after 
adjustments and payments. 

{Subject to adjustment for periods between 
anniversary of employment and date of 
Balance Sheet. 


19538§ 
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Two important factors must be taken 
into account in assessing the amount 
of credit to Reserve in any current 
year: 


1. The record of the worker whose 
liability for Long-Service Leave 
has become “fixed,” i.e., at the end 
of the first twenty years of con- 
tinuous employment and at the end 
of each five-year cycle thereafter 
must be primarily excluded from 
the calculations and then subse- 
quently added in to furnish the 
total liability. 


. Partial payments, i.e., where the 
worker takes his leave in two parts 
or where he is paid weekly, must 
be deducted from the total liability. 


Under both systems separate records 
should be maintained for each worker 
in respect of the first twenty years of 
employment—in that his entitlement 
can be converted into a fixed amount at 
the expiration of that period, and in 
respect of each five-year cycle following 
completion of twenty years, for the 
reason that the first year of each cycle 
calls for a fresh starting point for the 
application of the Cumulative Long- 
Service Leave “Week.” Thus a worker 
who commences Ist January, 1945, 
completes his twenty years 3lst De- 
cember, 1964, and his “year” for the 
first cycle would be 1965. 


Records should be removed from the 
file upon discontinuing the services of a 
worker not entitled to any Long-Service 
Leave, e.g. prior to completion of ten 
years’ continuous employment. Adjust 
the reserve immediately at the amount 
provided for him, with credit to the 
provision account, and mark the card 
accordingly. Records should also be 
removed upon completing payment for 
Long-Service Leave, or payment in 
lieu as on death. Payments are posted 
to the record accordingly and if neces- 
sary the reserve is adjusted to line up 
the payment with that provided prior 
to payment. 

Accountants generally will appreciate 
the applicability of punched card tech- 
nique to this type of record. 
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Payment. 


There are a number of sections in the 
Act regarding payment for leave. 


Section 155 provides for payment to 
be made to the personal representative 
of a worker who dies whilst entitled to 
any Long-Service Leave. 


Section 156 indicates that any worker 
whose employment is terminated whilst 
entitled to Long-Service Leave is 
deemed to have commenced leave on 
the date of termination. It follows he 
is entitled to payment accordingly. 


Under the same section the ordinary 
pay of a worker on Long-Service Leave 
must be paid when the leave is taken 
and may be paid either in full at com- 
mencement of the leave, or at the same 
time, e.g. weekly, as it would have been 
paid were he on duty. Further, the 
worker may require it to be paid by 
cheque posted to a designated address. 


Under Section 164 any amount due 
and owing by the employer to the 
worker or his personal representative 
remains due and owing until paid, and 
by Section 199 the Court may order 
payment. 


In any case it is thought that 
amounts unclaimed under Long-Service 
Leave cannot be written off by the 
employer and would be subject to the 
law relating to Unclaimed Moneys. 


Other points of general interest to 
the accountant are— 


The worker receives nothing extra on 
account of any trade or public holiday 
occurring during the course of leave. 


Upon making payment the usual 
rules would apply in regard to deduc- 
tions such as the worker’s income tax 
and superannuation. 


The parties may agree that the leave 
be taken in two periods. Otherwise it 
must be taken in one period. 


It is reiterated that the employer’s 
liability must be based upon the period 
of continuous employment and upon the 
ordinary rate in force at the date of 
actual entitlement to leave. It may 
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therefore be necessary to vary any 
amount already in the reserve as soon 
as the exact liability is determined. It 
fod¥ows that a worker who defers leave 
could receive payment therefor at a 
rate higher or lower than that appli- 
cable at the date it is taken. 


Under the procedures outlined, pay- 
ments would be charged— 


1. To expense at the time of payment 
and from this it follows that the 
accounts for that year will take a 
duplicated charge where the 
worker on leave is temporarily re- 
placed by another worker; or 


. Against Long-Service Leave Re- 
serve where such is established 
under the current-year provision 
system. Where the worker is not 
replaced, expense would gain ac- 
cordingly in that year and where 
he is replaced the cost of replace- 
ment would be charged to the nor- 
mal accounting classification. 


Payroll Tax should be paid only at 
the time the actual Long-Service Leave 
payments are made and not at the time 
when the current-year provision and 
reserve is established. But maybe you 
should provide currently also for pay- 
roll tax and charge the reserve with 
the payments. Long-Service Leave 
wages paid on resignation, retirement 
or retrenchment do not attract Payroll 
Tax. 


Forms. 


Section 162 requires the employer to 
maintain a Long-Service Leave Record 
in or to the effect of prescribed particu- 
lars. The particulars are contained in 
the Regulations and must be entered in 
ink in the English language. In effect, 
they represent a record of entitlement 
to leave, and they may be incorporated 
with any other particulars and must 
be entered immediately upon the occur- 
rence of any event affecting entitle- 
ment. They must be available at 
reasonable times for inspection by the 
worker. The particulars are— 
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Employer 


—Name 
—Address 


Transmittee 


—Name 
—Address 


Worker 

—Name 

—Address 

—Capacity in which employed 
Details of qualifying period of employment 


—date of commencement 

—details of any additional period to be 
served 

—date of ending of qualifying period 
after allowing additional period to 
be served. 


Details of leave taken 


—From 
—To 


Long-Service Leave Pay 
—Amount 
—How paid 
Termination of employment 


—Date 

—Cause 

—Rate of Ordinary Pay at date of ter- 
mination. 


It seems that a card record of 
adequate size should be provided for 
each worker, to be entered with the par- 
ticulars called for by the Regulations, 
and to provide also facilities for enter- 
ing— 

1. The type of information illustrated 
above regarding computation of 
leave liability. 


2. Payments. 


In other words, you set up a complete 
record on the one form, rather than on 
more than one. 


No organisation of any size can 
operate under undocumented arrange 
ments in matters such as this, and a 
form of the following type should meet 
the purposes of all departments of the 
business. This particular form pro- 
vides not only for the worker who pro- 
poses to take leave but also for the 
Personnel Department to raise in re 
spect to workers who cease employment 
without entitlement to leave and for 
those who die with or without entitle 
ment to leave. 
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LONG SERVICE LEAVE — Continued 


TABLE “F.” 
Long-Service Leave. 
(Front of Form.) 


Please Pay My Wages (cross out where inapplicable)— 
1. In full at commencement of Leave Yes 
2. Weekly by cheque addressed to 


3. Cash weekly to be collected by me 
4. Cash weekly to 
Whose specimen signature is 








Leave Approved Leave Requested 
Dept. Head Signature. Worker Signature. 


For Use Personnel Department Only. 
Worker Died On..... 
Worker Ceased Employment On 
Date of Entitlement to Long-Service Leave .................. 
Period of Entitlement to Long-Service Leave 
Ordinary Hours..... -ceee Overtime Hours.. 
Ordinary Rate of mee as at date Entitlement 


Plus Board/Lodgings 
Total Week Pay .... 


Directions as to Payment.... 





Personnel Manager. 


TABLE “G.” 
(Back of Form) 
For Use Finance Department Only. 

Total amount due for Leave Weeks @ 
Payments—Date Cheque No. Amount 
Leave accrued in Reserve 
Total amount as above 
Variance 
Long-Service Leave Card Adjusted By... 
Reserve Adjusted pS RENE ces eat 
Payments posted to Card 





Secretary /Accountant. 
Additional Comments: 
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LONG SERVICE LEAVE — Continued 


We have to recognise that Long-Ser- 
vice Leave costs the employer some- 
thing only where he has to engage 
another worker to take the place of the 
worker on leave. 


The extent to which replacement will 
be essential will depend on the total 
number of workers in the business and 
the nature of the job upon which a 
particular worker is engaged. It can 
be imagined, for instance, that the 
direct worker will require replacement, 
whilst some office workers could pos- 
sibly be allowed leave without replace- 
ment. Bear in mind that you do not 
save where overtime is applied to make 
up for the labour on leave, and bear in 
mind also that the disorganisation 
brought about by absence on leave 
almost invariably causes something in 
the way of expense, to say nothing of 
the effect on efficiency. 


The possibly contentious matter of 
the incidence of Income Tax I have 
purposely left until last. 


If the decision is that the current- 
year provision for Long-Service Leave 
be not allowed as a deduction in the 
years in which it is provided but only 
in the years in which it is actually paid, 
then for tax purposes you would have 
to add back to profit the amount of the 
provision for the year and deduct the 
actual payments, i.e., the amount 
charged by cash to the reserve for the 
year. However, do not lose sight of 
the possibility of being able to organise 
to the end that Long-Service Leave be 
brought within the Income Tax Assess- 
ment Act definition of “Contributions 
to a fund for the benefit of em- 
ployees...” That Act provides that 
where an employer “Sets apart or pays 
in the year of income a sum as or to a 
fund from which benefits are to be pro- 
vided,” such sum may in certain cir- 
cumstances be an allowable deduction 
in the current year. 


You will appreciate that this ap- 
proach in no way changes the method 
of determining the period of the leave 
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or the amount of the liability. It 
merely changes the accounting. 


Much time has been expended on the 
question of the cost of Long-Service 
Leave but we have to be fair and also 
consider the other side of the picture. 
No study of the accounting implications 
would be in any way complete without 
giving some thought to the effect on 
volume, turnover, revenue, or what 
other name you choose to give to sales. 


It is bound to step up travel and to 
increase the revenue of the numerous 
travel bureaux and those whose busi- 
ness it is to convey people from where 
they live to where they wish to go— 
the railways, the shipping companies, 
the road coaches and the airlines; it will 
affect the makers of some types of 
sporting equipment, the revenue of 
those who accommodate travellers, the 
sellers of petrol and oil and tyres and 
the clothing trade; and those institu- 
tions which provide letters of credit 
and local and overseas currencies. 


The list is not exhaustive and it 
would be a bold man who would attempt 
to measure at this stage the effect of 
the large expenditure which must arise 
out of Long-Service Leave as entitle- 
ment gains momentum. 


Miscellaneous. 


So far tonight we have dealt with 
costs based upon existing legislation 
but every employer these days must be 
very conscious of the effect of time in 
these matters. We already know the 
changes which the years have brought 
to Workers’ Compensation, Sales Tax, 
Third Party Insurance and to the gene- 
ral wage level, to mention only some 
pertinent legislation. 


At present, Long-Service Leave 
affects only some of the States of Aus- 
tralia, and even as between those States- 
there are considerable differences to 
entitlement in terms of period, wage 
rate and classes of participants. 


What I want to impress on you is 
that Long-Service Leave represents 


— Concluded next page 
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In Brief ... 


By GORDON BRUNS 


Deposit Interest Rises.—Bank interest 
receivable on term deposits was raised 
from the beginning of the year. The 
new order provides rises of 5/- per 
cent. a year, so that fixed deposits in 
the trading banks for three months 
earn 14%, for six months 14%, for 
twelve months 13%, and for two years 
2%. The limit of £10,000 on which 
the two year rate was payable has also 
been removed. Savings bank rates rise 
to 24% for the first £500 (first £2,000 
of society accounts). 


The hire purchase companies are 
such substantial borrowers that their 
rates are significant in the money 
market. Australian Guarantee Cor- 
poration’s recent arrangement to re- 
place a large overdraft by a debenture 
with the bankers is an interesting side- 
light. The rates which this company 
and Custom Credit Corporation pay on 
short term money range from 34% for 


three months, 34% for six months, 
32% for nine months, 4% for twelve 
months, 5% for two years, 54% for 
three years, to 6% for five years. 


* 
New Zealand Interest Rates. — The 
hardening tendency in the Australian 
interest rate is paralleled by a similar 
trend in New Zealand. The effective 
market yield on Dominion loans has 
risen above 4%, while semi-govern- 
ments are yielding a little more. The 
central government is expected to raise 
a substantial loan during this year, a 
considerable sum of maturities being 
due for repayment, while the Auckland 
Harbour Bridge will call for large sums 
and the industrial calls for capital will 
be heavy—led by Tasman Pulp and 
Paper Co. Pressure on funds is indi- 
cated by the experience of would-be 
borrowers from the banks being urged 
to fund their debts, while the Capital 





LONG SERVICE LEAVE — Concluded 


just another of the numerous factors to 
be injected for consideration by Man- 
agement generally, and by Finance 
Department in particular, in their 
periodical recommendation on cost out- 
look, the policy relating to pricing and 
reserves and in the future cash and 
budget outlook. 


I suggest that Long-Service Leave 
cannot be a direct cost as is produc- 
tive labour and material. The cost can 
be departmentalised or be carried as an 
overall] administration expense. 


However you treat it in the accounts, 
the hard fact remains that Long-Ser- 
vice Leave is a cost which must have 
some influence on pricing policy. The 
business which produces in more than 
one State of the Commonwealth is 
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presented with a cost differential as 
between States in which leave is, and 
is not, effective respectively. Are you 
going to have, or can you have, a selling 
price differential accordingly? Gene- 
rally, it is thought that equalised sell- 
ing prices are adopted, and generally 
also it is thought that costs should be 
booked against the operation incurring 
them instead of being transferred to, 
say, a Head Office Account for equalisa- 
tion over all locations. 

The effect upon a business which 
produces in a State in which leave 
applies, but which sells in competition 
with a business which produces in a 
State in which leave does not apply, 
could be serious. Price contro] might 
influence the decision and there may be 
instances where the cost of leave must 
come out of profits without opportunity 
for recovery. 


8! 





1% BRIEF — Continued 


Issues Committee are making such a 
course difficult in some cases by re- 
stricting share issues. 


* 

Gold Subsidies Offered—Claims may 
now be made for Commonwealth 
Government subsidies on gold produc- 
tion, following the passing of the Gold 
Mining Industry Assistance Act. Ap- 
plication forms are available from 
Commonwealth sub-treasuries, State 
Mines Departments, Chambers of Mines, 
and the administration in Papua and 
New Guinea. The subsidy is available 
to the higher cost producers on cer- 
tain conditions, and the maximum rate 
is £2 an ounce. 


* 

Tight Credit. — Although Australian 
bank deposits have been rising in re- 
cent months, the upward trend in 
advances has been even more marked, 
so that the liquidity ratio has lately 
deteriorated. This has been largely 
caused by the decline in the overseas 
trade position, with rising imports and 
falling exports, which inevitably re- 
strains bank deposits and boosts advan- 
ces. Thus it is not surprising that the 
banks have been warning the business 
community that a time of credit strin- 
gency is at hand. Many individuals 
have already found that money is hard 
enough to borrow, and it seems that the 
position will become tighter before it 
becomes easier in this regard. 


* 
Colonial Enterprise.—The Fiji Budget 
Session in the Legislative Council in 


November revealed some material 
changes in fiscal policy, which may be 
of benefit to Australians with business 
interests in the islands. It is pro- 
posed to raise £100,000 by export tax 
(which includes 8/- a ton on sugar), 
which would allow the basie rate of 
income tax to be reduced from 1/3 to 
1/-. If the minimum income tax of £4 
is accepted, the £2 residential tax on all 
non-Fijian males will be abolished. 
Special measures are proposed to 
encourage overseas capital to go to Fiji. 
The Governor stated that Australian 
companies investing in the Colony now 
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enjoyed the right to pay tax at either 
the Australian or the Fijian rate, of 
which the latter was lower. A Com- 
merce and Industries Branch of the 
Secretariat is to be set up to help the 
establishment of new businesses in 
Fiji. 


* 

Source of Manganese.—Fiji’s manga- 
nese mining is likely to be extended in 
future, as Metal Traders Ltd. has taken 
up a large interest in Consolidated Man- 
ganese and Mining Company of Fiji. 
It is expected that wharf facilities will 
be improved, so that the present long 
land transport route from the mine to 
the coast will be reduced. 


Savings Grow.—The expansion of pri- 
vate savings is very significant in a 
modern community as an indication of 
the funds available in private hands to 
meet the various opportunities and 
emergencies which face individuals in 
their social and business activities. 
Important figures for New Zealand were 
recently given in the “N.Z. Economist 
and Taxpayer.” They showed that total 
life assurance business has grown 
rapidly in recent years. The total of 
premiums paid (less claims and sur- 
renders) increased from £5.6 million 
in 1948 to more than £9 million in 1953. 
Looking at another aspect of life assu- 
rance, the total sums assured rose from 
£325 million in 1948 to £530 million in 
1953. 


Australia’s Industry Grows.—As meas- 
ured by the increased output of manu- 
factured items, Australia’s factory 
industries show outstanding expansion 
since before the war. Cement—as in- 
dicative of important basic materials— 
has almost doubled in output from 1937 
to 1952, while the United Kingdom for 
comparison recorded an expansion of 
little more than a third. In electricity, 
Australia generated nearly three times 
the 1937 quantity in 1952, which was 4 
greater growth than shown in the 
United Kingdom. Production of the 
basic item—coal—rose by two-thirds in 
the period, compared with a decline in 
United Kingdom, and steady figures for 
U.S.A. Pig iron production in Aus- 
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tralia expanded more than 50%, while 
United Kingdom’s growth of produc- 
tion in this commodity was less than a 
quarter. 


* 

Trade Exhibitions.—Interesting Exhi- 
bitions to be held this year include the 
8th Canadian International Trade Fair, 
under the direction of the Canadian 
Government in Toronto from May 30 to 
June 10. At the previous such fair, 
1,400 exhibitors participated, and it is 
expected that this number may be ex- 
ceeded this year. Features will be the 
machine tool section, materials handling 
equipment, construction plant and 
power machinery. 

Amsterdam will be the site of the 
Third International Sugar Exhibition 
from April 15 to 26 this year. Many 
nations will take part. There will be 
exhibits of machinery used in the sugar 
and related industries. At the same 
time, important meetings of confec- 
tionery manufacturers will take place. 

The Federation of Indian Chambers 
of Commerce and Industry is arranging 
an international exhibition for New 
Delhi from October 29 to December 15 
this year. Australian Chambers of 
Commerce can provide further in- 
formation on the matter. 


* 
The Flag and Trade.—British business- 
men seeking trade in Communist China 
are simply carrying on a tradition by 
which British trade interests have at- 
tained and maintained their progress 


over the centuries. Despite much talk 
of political and administrative difficul- 
ties, it might well be remembered that 
British traders have seldom experienced 
a completely “open go” but they have 
thrived nevertheless. If they had been 
stopped by such obstacles in the past, 
Britain would not have reached her 
present trading position. It’s still true 
that an extra inch on the Chinaman’s 
clothing would mean an incalculable 
benefit to the world textile industry, 
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and now we may know that China con- 
tains a fifth of the world’s population 
which is trying to expand manufactur- 
ing industries rapidly. China is also 
reported to have the world’s fourth 
largest coal reserves—about 4% of the 
world’s total. Her standards of living 
are clearly destined to rise. 


* 


Men and Money.—While Australia 
needs labour and capital to develop her 
industry, a strange cry comes from the 
little colony of Hong Kong. There a 
leading manufacturer is reported to 
have said that they have plenty oi 
skilled and unskilled workers and the 
necessary capital to expand industry, 
but the price of land is prohibitive. He 
pleads for government help to find space 
for establishing factories. This rug- 
ged little colony holds about three mil- 
lion people in less than 400 square 
miles—much of it steep and stony. 
But with the decline of entrepot trade 
and the influx of Chinese refugees since 
China turned Red, Hong Kong’s manu- 
factures have developed apace. 


* 


New Zealand Projects.—The Auckland 
Harbour Bridge tender of about £34 
million has been accepted from Dor- 
man Long and the Cleveland Bridge 
and Engineering Co. It will be a sub- 
stantial structure—more than 3,300 ft. 
long, and it is scheduled to take 44 
months to complete. It is therefore 
expected to be open by Christmas, 1958, 
or early in the following year. A fur- 
ther £14 million will be spent on ancil- 
lary work in connection with the bridge. 


Another large project in the Domi- 
nion is the production of heavy water, 
which is likely to require a £6 million 
plant, largely to be financed by Britain. 
Heavy water will be made from geo- 
thermal steam at Wairakei, and an 
electricity generating station will be 
run from the same geothermal source. 
Heavy water is valued at about £3 an 
ounce and is used in the production of 
atomic energy. 





News and Notes 


NEW ZEALAND SOCIETY OF 
ACCOUNTANTS. 


The President—Mr. C. R. Hicking—will 
represent the Australian Society of Accoun- 
tants at the Convention of the New Zealand 
Society of Accountants to be held in Dunedin 
from March 7 to 11 next. He will be accom- 
panied by Mrs. Hicking. 

Conventions are held by the New Zealand 
Society each five years and this year’s con- 
vention will be the seventh. Technical Ses- 
sions will be devoted to the discussion of 
“The Accountant in Commerce,” “The Accoun- 
tant in the Public Service” and “The Accoun- 
tant in Public Practice.” Mr. Hicking has 
accepted an invitation to be the Chief Com- 
mentator on “The Accountant in Commerce.” 


VICTORIAN DIVISION. 
State Registrar. 


At a meeting held in December, the Divi- 
sional Council accepted with regret the re- 
signation of Mr. D. L. Chipp from the position 
of State Registrar. A record was made in 
the minutes of the Council’s appreciation of 
his services and he was congratulated on his 
appointment as Secretary of the Organising 
Committee of the Melbourne City Council for 
the Olympic Games. Mr. Chipp joined the 
staff of the Commonwealth Institute as Assis- 
tant State Registrar in 1950 and was ap- 
pointed State Registrar in 1951. Following 
the amalgamation of Institutes, he was 
appointed State Registrar of the Victorian 
Division of the new Society. He has served 
the profession well for a period of five years, 
including the two strenuous years in which 
the Society was established. 


Mr. J. A. K. Wicks has been appointed to 
the position of State Registrar and will take 
up duties on February 21. Mr. Wicks holds 
the Diploma of Commerce of the University 
of Melbourne, is an Associate of the Society 
and of the Chartered Institute of Secretaries 
and is a Provisional Associate of the Aus- 
tralasian Institute of Cost Accountants. His 
early training was received in the offices of 
Public Accountants. He then joined the 
A.I.F. and, after 5% years with the 2/29th 
Infantry Bn., including 4 years’ service over- 
seas, he was appointed Assistant Secretary 
of the Federal Executive of the Returned 
Servicemen’s League. Experience gained in 
that capacity will assist him in developing 
the activities and services of the Society in 
Victoria. 


NEW SOUTH WALES DIVISION. 
Week-end Accounting Convention. 


Members are reminded of the Week-end 
Accounting Convention to be held in Orange 
on Saturday, 26, and Sunday, 27 March, 1955. 
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Pomntenl papers are being presented as fol- 
ows: 


“The Role of the Accountant in Industry and 
Commerce” (2 papers), by E. A. Burley, 
F.A.S.A., F.C.1.S., and A. D. Richmond, 
F.C.A. (Aust.) 


“Taxation of Primary Producers,” by L. A, 
Little, A.A.S.A., and 


“Some Practical Points in Income Tax Law 
and Procedure,” by R. E. O’Neill, F.A.S.A, 
A.C.LS. 


Kindly notify the State Registrar on the 
Registration Form as quickly as possible if 
you can attend. 


Newcastle Branch. 


The annual meeting of members of the 
Newcastle Branch will be held on Friday, 4 
March. This year the Branch Council has 
arranged for a Technical Session to be held 
during the afternoon prior to the General 
Meeting at 6 p.m. Mr. R. Keith Yorston, 
B.Com., F.A.S.A., F.C.1.S., will present a 
paper entitled “Accounting Requirements in 
Companies Acts.” A members’ dinner will 
be held in the evening at the Great Northem 
Hotel. 


QUEENSLAND DIVISION. 
Annual Meeting. 


The second annual meeting of members of 
the Queensland Division will be held in the 
Banquet Room, 9th floor, Canberra Hotel, 
Edward Street, Brisbane, on Thursday, 24 
March, 1955, at 7.45 p.m. 


Members’ Luncheons. 


In the metropolitan area of Brisbane, 8 
series of lunch-hour meetings was held dur- 
ing 1954 and these proved most popular with 
members. The Divisional Council proposes 
to resume this activity early in 1955, after 
the passing of the warmer weather. Mem- 
bers on the mailing list for this activity will 
be notified in due course of the first luncheon 
for 1955. Those who were not on the mailing 
list for 1954, but desire to be included in the 
current year should notify the State Registrar. 


Townsville Branch. 


Members assembled on Monday, 20 Decem- 
ber, 1954, at “The Lounge,” Flinders Street, 
Townsville, to hear an address by Mr. A. 5. 
Donnelly, of Brisbane, who was visiting 
Townsville on his trip to North Queensland. 
Mr. Donnelly, who attended the Accounting 
Convention in Adelaide earlier in 1954, 
addressed members on the Convention. He 
gave an outline of the organisation and con- 
duct of the Convention, personalities wh0 
attended, and outlined the text of the more 
important papers delivered at the Convel- 
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tion. The evening proved most successful 
and members expressed their appreciation of 
Mr. Donnelly’s co-operation in addressing 
them during his visit to their city. 


Bundaberg. 


Members in Bundaberg have expressed a 
wish to meet occasionally to discuss matters 
of interest to accountants and particularly 
subjects featured in the Journal and in re- 

rts issued by the Society from time to time. 

r. S. Woodall, of the Millaquin Sugar Com- 
pany Limited, and Mr. J. L. Kingsford, of 
the Woongarra Shire Council, have agreed 
to discuss details, and the State Registrar 
has supplied them with a list of members 
and candidates resident in the district. Mem- 
bers interested in taking part in activities in 
Bundaberg should contact either of these 
members if they have not already done so. 


Local Government Auditors Board. 


The Local Government Auditors Board has 
advised that the next examination for the 
Certificate as Local Government Auditor 
under the provisions of the Local Government 
Acts 1936/54 will be held on Tuesday, 26 
April, 1955. The closing date for applica- 
tions with the Board is 22 March, 1955. 


SOUTH AUSTRALIAN DIVISION. 
Annual Meeting. 


Members are reminded that the Ordinary 
General Meeting of Members will be held at 
the Myer Apollo Dining Hall on Friday, 25 
March, 1955, at 7.30 p.m. Following the busi- 
ness meeting, a Smoke Social will be held to 
which representatives of kindred associations 
have been invited. Friday has been chosen 
as the day for the meeting to give country 
members an opportunity to be present, and it 
is hoped that as many as possible will attend. 


Certificates. 


There are still quite a number of members 
who have not collected their certificates. If 
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it is not convenient to attend personally, the 
certificate will be posted under registered 
cover, upon a request being made. 


University Prizes. 

The University of Adelaide has recom- 
mended the award of the Australian Society 
of Accountants’ Prizes in Accountancy for 
1954 to Mr. H. G. Heinrich (Accountancy I) 
ond Mr. A. L. H. Carruthers (Accountancy 

). 

Personal. 

Mr. S. J. Blamey, A.A.S.A., of the Shell 
Company of Australia Limited, has recently 
been appointed Sales Manager for South Aus- 
tralia. 

Mr. J. S. Dennis, A.A.S.A., Secretary of the 
Myer Emporium (S.A.) Ltd., since 1940 and 
director since 1944, retired on December 31 
last on medical advice. 

Mr. C. C. Burfield, A.A.S.A., has been ap- 
— Secretary and Public Officer of the 

yer Emporium (S.A.) Ltd. from 1 January, 
1955. 


AUSTRALIAN ACCOUNTANTS STUDENTS’ 
SOCIETY 


SOUTH AUSTRALIAN DIVISION. 


On 26 January, by courtesy of Mr. S. T. 
North, A.A.S.A., Secretary of the Depart- 
ment of Agriculture, members were fortu- 
nate to have the opportunity of witnessing 
a demonstration of the Powers Samas Punch 
Card System conducted by Mr. V. M. Russell, 
A.A.S.A. The capabilities of this system 
were further illustrated by means of a film 
on loan from Kalamazoo Aust. Pty. Ltd. We 
record the appreciation of members to the 
Department and to Messrs. North and Russell 
for making this evening such a success. 

Members are notified that it is hoped to 
arrange a lecture on Company Law during 
February, and a visit to one of Adelaide’s 
leading industrial organizations during March. 
Notification of these functions will be for- 
warded to members in due course. 
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THE SIMILE AND THE METAPHOR. 


A simile is the explicit statement of 
some point of resemblance conceived to 
exist between two things, that differ 
in other respects (Nesfield). The com- 
parison is not between things of the 
same kind, but between things of dif- 
ferent kinds. There is no simile if I 
liken a mule to a donkey; there is, if I 
liken myself to a donkey. Donkeys 
are kind, patient, hard-working crea- 
tures, who are much misunderstood. 
But, in all other respects, we are poles 
apart. 

The Prince of Poets, John Keats, oft 
had travelled in the realms of gold and 
had many goodly states and kingdoms 
seen. Oft had he been told by other 
translators that deep-browed Homer 
ruled one wide expanse as his demesne, 
but it was not until he looked into the 
translation of Homer by Chapman 
(A.D. 1598) that he discovered a new 
world suddenly opened out before him. 
He expressed his feelings in the fol- 
lowing two similes: 

Then felt I like some watcher of the skies, 

When a new planet swims into his ken; 

Or like stout Cortez, when with eagle eyes 

He stared at the Pacific,—and all his men 
Looked at each other with a wild surmise,— 
Silent, upon a peak in Darien. 

Among many other beautiful things, 
the following simile is to be found in 
Oliver Goldsmith’s “The Deserted Vil- 
lage” where he describes the village 
preacher who, at church, with meek and 
unaffected grace, his looks adorned the 
venerable place. Truth from his lips 
prevailed with double sway, and fools, 
who came to scoff, remained to pray. 
The welfare of his flock pleased him, 
and their cares distressed. To them 
his heart, his love, his griefs were 
given, but all his serious thoughts had 
rest in Heaven. Then follows the 
simile: 
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As some tall cliff, that lifts its awful form, 

Swells from the vale, and midway leaves the 
storm, 

Though round its breast the rolling clouds 
are spread, 

Eternal sunshine settles on its head. 


The simile, as illustrated above, is 
usually introduced by words such as 
“like” or “as,” by which attention is 
drawn to the likeness. But this is not 
necessary. All that is necessary to the 
simile is that both sides of the compari- 
son shall be distinctly stated. It must, 
in our language, be a double entry. 
Nesfield quotes the following example: 


“The repose of repletion may not be 
a very heroic attitude to a great nation 
like the English; but even a lion sleeps 
after a full meal” (Review of Reviews, 
Jan., 1898). 


This gem from the dear dead ’nineties 
provides the perfect simile. England 
was then a paradise—for the rich; a 
time when the rich got richer and the 
poor had more and more children. No- 
thing could have been more apt than 
to liken its “repose of repletion” to the 
slumbers of a lion “after a full meal.” 
To have likened the England of the 
’nineties to a cannibal would not have 
been correct, for neither an English- 
man nor a lion will eat his own kind, or, 
at any rate, his own young. 


One of the greatest living masters of 
the simile is the American author of 
“Who-dun-its,” Raymond Chandler. This 
brilliant craftsman conveys the idea of 
silence by likening the situation to two 
caterpillars fighting. Here are a few 
of his similes taken from “The High 
Window”: 

The green lawn “drifted in a gentle 
slope down to the street, passing on the 
way an enormous deodar around which 
it flowed like a cool green tide around 
a rock.” 
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END PAGES — Continued 


“Two open windows with net cur- 
tains that puckered in and out like the 
lips of a toothless old man sleeping.” 

Eddie Prue is described as “about six 
feet five inches tall and thin as an 
honest alibi.” 

“The mascara was so thick on her 
eyelashes that they looked like minia- 
ture iron railings.” 

“A pale grey bald patch loomed high 
up in the middle of it (the head) like 
a rock above timberline.” 

“He had a sort of dry, musty smell, 
like a fairly clean Chinaman.” 

“He lifted his hands off the desk and 
made a steeple of the fingers, like an 
old-time family lawyer getting set for 
a little tangled grammar.” 

“Old men with faces like lost battles.” 

I earnestly commend Raymond 
Chandler and his hero, Philip Marlowe, 
for many excellencies besides his 
similes. If, gentle reader, you do not 
like him, you deserve a face full of 
knuckles. 

A metaphor is an implied simile. In 
a simile, both sides of the comparison 
are distinctly stated. In a metaphor, 
one side is stated, but not the other. 
(Nesfield.) The following example 
illustrates the difference between the 
two forms. 

Simile: He restrains his passion, as 

a man would curb a restless horse. 

Metaphor: He curbs his passion. 

There must be an implied comparison 
and that comparison, as in the simile, 
must be between things of different 
kinds. To quote an example from 
Fowler’s “Modern English Usage,” if 
we say: “The Covenantors took up 
arms,” there is no metaphor. In: “The 
Covenantors flew to arms,” there is a 
metaphor, “flew” conveying the notion 
of speed, i.e., that they took up arms 
quickly. 


The metaphor, wisely used, is a 
powerful friend; misused, it is a 
treacherous enemy. The good meta- 
phor adds grace and strength to a sen- 
tence while shortening it. For grace 
and strength, we may always turn to 
Shakespeare: 

“Can’st thou not 


deceased 
Pluck from the memory a rooted sorrow. 


Again, there is power and appro- 
priateness in the following: 

“For seven weeks he tramped, a 
workless worker, the stony-hearted 
streets of London.” 

Examples of brevity are: “A sullen 
sky.” “Pitiless cold.” “Virgin soil.” 
“The thirsty ground.” 

To be good, the metaphor must not 
be far-fetched; it must not be stale; it 
must not be mixed with another. The 
following example of a mixed metaphor 
is quoted by Fowler: “This is not the 
time to throw up the sponge when the 
enemy, already weakened and divided, 
are on the run to a new defensive posi- 
tion.” A mixture of prize-ring and 
battlefield. 


Even the greatest of writers have 
nodded. Edmund Burke wrote: “Savoy 
and Nice, the keys of Italy and the 
citadel in her hands to bridle Switzer- 
land, are in that consolidation of the 
French power.” 


Metaphors must not be stale. As Sir 
Ernest Gowers says in “A.B.C. of Plain 
Words”: “(Metaphors) are so attrac- 
tive especially when new. They sparkle 
like gems. They seem to say in a word 
just what we are trying laboriously to 
put across.” But they soon get stale; 
sometimes they become a laughing 
stock and die of ridicule, such as “ex- 
ploiting every avenue”; “leaving no 
stone unturned”; “the long arm of 
coincidence.” 


minister to a mind 


QO 
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PROFESSIONAL NOTICES 


Professional Classified Advertisements in respect of office space, positions wanted, , 
partnerships, etc., may be inserted at 5/- a line (minimum 15/-). ¥ 


ACCOUNTANT — A large manufacturing 
ompany with subsidiaries in all States re- 
quires a partly qualified accountant aged 
about 20 for training as a future executive 
of the Company. Selected applicant will be 
instructed in all phases of Management, 
Secretaryship, Standard Costing, Budgetary 
Control and Financial Accounting. Apply in 
writing to, Office Manager, Lewis Berger & 
Sons (Australia) Pty. Ltd., P.O. Box 23, Bur- 
wood, N.S.W. 


ACCOUNTANCY PRACTICE or part or 
small number of clients wanted Sydney or 
nearby. Top price. LU 2526 or JA 8334. 


ACCOUNTANT.—Qualified man _ required 
for large practice in Western town. Apply, 
stating age, qualifications, experience, date 
available, marital status, salary required, 
firstly to No. 181, c/o Australian Society of 
Accountants, 5 Bligh Street, Sydney. 


ACCOUNTANCY STUDENT (female) re- 
quired for Hospital Office. Interest in sala- 
ries office work essential. Salary according 
to experience. Apply, in writing, with full 
particulars and references, to Asst, Manager, 
Queen Victoria Hospital, 172 Lonsdale Street, 
Melbourne. 


AUDITOR—A large Manufacturing and 
Exporting Commonwealth-wide organisation 
requires the services of an Internal Auditor. 
The position offers excellent opportunities for 
advancement to the right individual who can 
display initiative and a knowledge of up-to- 
date accounting methods. Applicants should 
have some auditing experience, hold a degree 
in Accounting of an Australian University or 
a recognised Accounting Institute, and be be- 
tween the ages of 30 and 35 years. Appli- 
cants must be prepared to undertake a cer- 
tain amount of travelling within Australia 
and possibly also to New Zealand. Commenc- 
ing salary will be commensurate with the 
experience and ability of the applicant, but 
salary increments will follow where industry 
and initiative so warrant. Apply in first 
instance in writing, giving full details of 
experience and qualifications to “Internal 
Auditor,” Box 45, Collins Street, P.O., Mel- 
bourne. 


BANK OFFICER aged 40 years (AAS 
A.C.LS.), possessor initiative and drive, 
executive position progressive concern. 
pared invest capital if required. Replies 
“Executive,” c/o State Registrar, 22 6 onf: 
Street, Adelaide. df 


CALCULATING SERVICE—Fully equipp 
office and established connection for sa 
Suit accountant commencing practice. Th 
room office in heart of Sydney. Full particg 
lars No. 183, c/o Australian Society 
Accountants, 5 Bligh Street, Sydney. 


OFFICE ACCOMMODATION — Ade 
member can provide space for young mem 
with light practice and able to assist in 
established practice. Good prospects 
right man. Reply to “Prospects,” c/o Aus 
tralian Society of Accountants, 22 Grenf 
Street, Adelaide. 


POSITION WANTED — Associate 
taxation practice seeks position Sydney 
Brisbane office March Ist to 3lst May. Re 
plies to No. 182, c/o Australian Society 
Accountants, 5 Bligh Street, Sydney. a 


PRACTISING ACCOUNTANT prepared 
consider purchase of small practice in 
bourne or suburbs. Please communicate 
No. 72, c/o Australian Society of Aced 
tants, 37 Queen Street, Melbourne. 


3 
SENIOR AUDIT CLERK—A Senior posi 
tion is available on the staff of a firm 
Chartered Accountants practising at Bega, 
the far South Coast of New South W 
The position offers excellent opportunity fo 
a young man just qualified or nearly q 
in a rapidly growing practice. Good sé 
and conditions. Apply in first instance 
Box 876, G.P.O., Sydney. ; 


SENIOR CLERK, not necessarily qualif 
with good general experience in public 
countancy, required by Sydney cha 
accountant. Salary by arrangement. oh 
in confidence to No. 180, c/o Australi 
Society of Accountants, 5 Bligh St 
Sydney. a 

“TYPIST,” competent, experienced figu 
tabulation, desires work at home. _Lorral 
Gale, Flat 2, 12 Mitford Street, St. 

LA 9174. 
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